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MILITARY PROCUREMENT PROGRAM—1954 


WEDNESDAY, MARCH 17, 1954 


SUBCOMMITTEE ON Minirary PROCUREMENT OF THE 
Sreiect CoMMITTEE ON SMALL BusINEsS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10: 10 a. m., in room 457, 
Senate Office Building, Senator Homer Ferguson presiding. 

Present: Senators Ferguson (presiding), Duff,and Gillette. = 

Also present: George L. Noble, Jr., senior small-business specialist, 
Army Ordnance; Col. W. J. Crow, legislative coordination officer, Of- 
fice of the Chief of Ordnance; Robert A. Forsythe, chief counsel to the 
committee; and William D. Amis, professional staff member. 

Senator Fercuson. The committee will come to order. 

This is an open hearing of the Subcommittee on Military Procure- 
ment of the Select Committee on Small Business of the Senate. 

The committee is making a study of the many complex problems in- 
herent in the procurement of items for the Department of Defense. 
We are particularly interested to find out what part small-business 
firms play in military procurement. We are also keenly interested in 
the problem that is faced by small business in its contractual relation- 
ship with the military. 

Since our hearings in May of 1953, much has happened as to the pro- 
curement picture. The hostilities in Korea have ended. There has 
been a complete reevaluation of our entire defense program, and we 
have a cutback in military procurement. There are other factors 
which are giving concern, of course, to the small-business man. 

Generally speaking, our hearings this year will be divided into two 
phases. The first will be devoted to specific complaints by small-busi- 
ness concerns throughout the Nation. The procurement agencies in- 
volved in these complaints will also testify and present their views on 
the specific complaints that we have received. 

During the second phase, the committee will undertake to engage in 
evaluation of the military-procurement system. During this phase of 
the hearing we shall, of course, hear from the officials of the Depart- 
ment of Defense. 

The committee has a matter before it today in which Mr. Edward J. 
Vagim is interested and will be the first witness. As is the policy of 
the committee, all witnesses will be sworn. 

Is Mr. Vagim here? 

Mr. Vaatm. Yes, sir. 

Senator Frrevuson. Mr. Vagim, will you raise your right hand? 
You do solemnly swear in the matter now pending before this com- 
mittee in the United States Senate, that you will tell the truth, the 
whole truth, and nothing but the truth, so help you God ? 

Mr. Vaarm. I do. 
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Senator Ferauson. Senator Gillette, did you have anything to say at 
this time? 

Senator Giiterte. I have nothing to add. 

Senator Fercuson. Senator Duff? 

Senator Durr. No, Mr. Chairman. 

Senator Fercuson. All right, you may proceed, counsel. 

Mr. Arig tig This is a case of a complaint brought before your 
committee by Edward J. Vagim who is the president and owner of the 
Vagim Machine & Engineer ing C o., of Fresno, Calif. 

Senator Fercuson. You may be seated, Mr. Vagim. 

Mr. Forsyrue. The subjects under dispute are three particular con- 
tracts which the Vagim Co. holds with Ordnance. The numbers are 
as follows: DA-11-070-ORD-6925, DA-04-495-ORD-234, and fi- 
nally, DA-30-144-ORD-3409. 

Mr. Vagim is here to testify, and we will now allow him to tell us 
what happened concerning these three particular contracts. 

Mr. Vagim? 

Mr. Vactm. Should I give my name and address? 

Senator Fercuson. You may proceed. 


TESTIMONY OF EDWARD J. VAGIM, PRESIDENT AND OWNER OF 
VAGIM MACHINE & ENGINEERING CO., FRESNO, CALIF. 


Mr. Vacim. My name is Edward J. Vagim, and my address is P. O. 
Box 486, Fresno, Calif., and I am the sole owner oi Vagim Machine & 
Engineering Co. Our plant is located in Fresno, ( ‘alif. 

We had about 25 employees working at the peak of our operation, 
and we have none at all right now. 

Senator Fercuson. How many was the number? 

Would you speak just a little louder? 

Mr. Vacim. We had 25 employees at the peak of our operation. We 
have none now. We have just closed down, and I will tell you about 
that. 

The business was started in 1933 as a maintenance operation for the 
Vagim Packing Co., which is a California corporation of which I 
happen to be the president at the present time. It was a business 
founded by my father, but the shop began operating and taking in 
outside work in 1944. ; 

It got into the manufacturing business during that period between 
1944 and 1946, and at that time I bought it from the corporation and 
operated it as my own business, sole ownership. 

In 1949 we decided to get into a line of manufacturing, cook ware, 
to be exact, and then of course the Korean war cut across our plans, 
and because we could not get materials for our manufactured items 
and couldn’t buy the tools that we were going to need, the new tools, 
we decided that we would have to get into defense work. 

My first contact with defense work was with the Los Angeles Ord- 
nance District. I got in touch with them through our local Chamber 
of Commerce, who suggested I go down and see the Small Business 
Branch of the Los Angeles Ordnance District in Pasadena, Calif. 

Within a short time after I had been in contact with them we secured 
our first award, which was for a contract of approximately $55,000 
for some components on an M-63 machine mount. We manufactured 
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that item and completed the contract, and our experience was very 
satisfactory, so we decided we would go after some more business. 

Well, the only type of business we could bid on and were allowed 
to bid on was the advertised type of bid. We had to go look at the 
board and pick off those items we thought we could handle, do all the 
necessary engineering and figure our quotation, send it in and take our 
chances that we would be awarded a contract. 

Well, after bidding 

Senator Frrcuson. Before you go further, I notice you used one 
expression, what you were allowed to bid on. Does that mean that 
the Ordnance Department determined what your facilities would 
allow you tobidon? Is that what you have in mind? 

Mr. Vacim. Well, it worked that way, because ammunition items, 
for instance, at the district were pretty much all handled on a negoti- 
ated basis, and you couldn’t get a chance at a negotiated bid if you 
were unknown in the district. They had to know something about 
you. 

Well, those of us who had come into the thing cold and who had had 
no previous experience with the Army were almost forced to do busi- 
ness with the Small Business Branch who maintained this board on 
which these advertised bids were posted, and picked those items off 
the board which we found there. 

Now, I don’t recall at any time ever seeing an ammunition item, for 
instance, which were the items that were purchased in large volume. 
Ammunition components could include anything from ammunition 
itself to packaging materials for ammunition. 

Many of those thing were items which we could have manufactured, 
but we had no opportunity to bid on them at the early stages of this. 

Senator Fercuson. In other words, this board which was put up by 
the Ordnance Department allowed you to make certain bids as small 
business 4 

Mr. Vaerm. Well, anything that was on the board, we could bid on. 

Senator Frereuson. That is what I mean, 

Mr. Vacrm. That is correct. 

Senator Frreuson. But you didn’t find any ammunition on that 
board ¢ 

Mr. Vacim. I don’t recall at anytime ever finding any ammunition 
or any ammunition components. Most of the stuff was tank and auto- 
motive equipment, some Ordnance items, spare parts for Ordnance 
items. 

Once in a while there would be a complete unit, but very rarely. 
We ran into a few, but they were the exception rather than the rule. 

Now, we finally secured a total of seven more contracts. All but 
three of those have been completed. The three that haven’t been 
completed are the ones with which I am concerned right at this 
moment. 

The relationship with the Los Angeles Ordnance District was a 
very good one. We got along fine with them. We liked the way they 
did business. They were very practical in everything they did. They 
kept the redtape and paper work at a minimum, which is important 
to a small contractor like ourselves, because our only chance of operat- 
ing profitably on these advertised bids, which were advertised all 
over the United States, was to have a low overhead cost. If we had to 
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increase our overhead cost we were at a terrific disadvantage because 
we had to work on a very close margin to begin with. We were com- 
peting against people all over the country who used a low overhead 
burden in calculating their prices. 

Senator Fercuson. How much capital had you invested ? 

Mr. Vacrm. Well, we had close to $100,000 invested in equipment, 
and we had working capital. Then, I had made arrangements with 
the Vagim Packing Co., which is this corporation—a closely held 
corporation—to loan money to us when we needed it. 

They had working capital which we could borrow without interest 
whenever we had to have money, and, as subsequent developments will 
prove, we had to borrow that money, and it was the borrowing of it 
and the long period of time it took before we could pay it back that 
got us into some of our difficulties. 

Now, this relationship with Los Angeles, the cordial relationship 
we had with them, the experience we had with them on that work we 
did was one of the things that induced us to go ahead. If we had had 
a bad experience with our first contract, we would have stayed out of 
the defense work, because we would have felt we were getting into 
something that might cause us trouble. 

The only contracts we have ever secured were secured through the 
Los Angeles Ordnance District. 

Now, in April of 1952 or thereabouts we received notice that Fresno, 
which is half way between Los Angeles and San Francisco, was being 
taken out of the Los Angeles Ordnance District’s jurisdiction and put 
into that of San Francisco, the San Francisco Ordnance District, who 
had their headquarters at Oakland, Calif. 

Well, that is when our troubles began. Up to the time we had been 
with the Los Angeles District, a full year, we had had just 3 people 
visit us, and they were people who had work to do there and whose 
visits were essential and necessary. 

The first visit was the man who came up to make the preaward sur- 
vey. Thesecond visitor was a man representing the inspection branch. 
He was the chief inspector or representative of the chief inspector, 
and he came up there to see if he could hire a resident inspector to place 
in our plant. They finally located one and put him there. He was the 
third man. 

Now, there was just another man who made one visit who was repre- 
senting the procurement branch or the procurement officer in the 
small-business branch, or I should say the Small Arms Weapons 
Branch, as they call it. 

Senator Fercuson. What year are you talking about? 

Mr. Vacrm. I am talking now about 1951. This is when we were 
with the Los Angeles Ordnance District. 

Now, we had these few visitors who came up there to help us work 
out our problems in getting under way on our contracts. They en- 
couraged us to do things which permitted us to work directly with the 
arsenal. They encouraged that sort of thing. 

Working directly with the arsenal eliminated a lot of double work 
where we would have had to go through the district on everything that 
we did. 

Now, when San Francisco took over, just about 2 days after we re- 
ceived notice that they had taken over, we received a man represent- 
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ing the Industrial Branch. He was the Chief of the Industrial 
Section. 

Senator Gitterre. Mr. Chairman, may I ask a couple of questions 
before the witness goes on so I can follow this? 

These seven contracts you received, you negotiated these contracts 
with the Los Angeles District; 

Mr. Vaerm. That’s right. 

Senator GitteTre. The transfer of Fresno to the other district was 
made after the contracts were entered into? 

Mr. Vactm. Well, in some cases the contracts were right on the line. 
In other words, we didn’t actually get them signed and get them 
placed in our hands until after the transfer had taken place, but all of 
the invitations to bid was secured through Los Angeles. 

We negotiated directly with the arsenal. The arsenal notified us 
that we were the low bidder. Then the subsequent paperwork that 
had to be done and the transfer of administration had taken place on 
a number of contracts but not on all of them. 

Subsequently, in order to make an official transfer the way the Army 
did it, they had to transfer jurisdiction to Los Angeles, then Los 
Angeles had to transfer jurisdiction to San Francisco, and as a result 
of that redtape, it took a number of months, several months after we 
had been notified that we were low bidder, before the contracts actually 
were completed and signed and delivered to us. 

Senator Gitterte. All of these contracts were the result of competi- 
tive bidding, none of them negotiated contracts? 

Mr. Vaerm. All competitive bids, that is correct. 

Senator Giterre. And they were in the process of being completed 
when this administrative act took place, transferring it to the North- 
ern District of California? 

Mr. Vaotm. That’s right. 

Senator Giitetre. That’s all, Mr. Chairman. 

Senator Frreuson. Any questions ? 

You may proceed. 

Mr. Vacrm. After this first visitor from the San Francisco Ordnance 
District, we received three men from the Inspection Branch who came 
in to see us and wanted to know how we intended to handle inspection, 
what our records were, and how we were taking care of all of the dif- 
ferent things that they expected us to do. 

Incidentally, all of these things were things which were new to us, 
because Los Angeles hadn’t required them. They had been satisfied 
with the arrangement that we had. We were operating in accordance 
with what was acceptable to Los Angeles. 

But these people came in and decided that they didn’t like what we 
were doing and wanted it changed. Then, a couple of days later, a 
man came in representing the Gage Branch. Then, a few days later, 
a man came in representing the Quality Control Section, then a man 
representing the Property Administrator, and then a man came in rep- 
resenting the—I made a list of these things so that I could remember 
them all, there were so many. 

There was a man came in representing the Packaging Branch, and 
finally a man came in te make a preaward survey on one contract on 
which we did not receive the award. That happened to be for the same 
item that we were already awarded a contract for by Los Angeles. 
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Now, the only people that hadn’t shown up within 2 weeks after we 
we received notice of transfer were the engineers. Those were the 
people we needed the most and the ones that we subsequently found out 
were the most important tous. They didn’t come along for quite some 
time after that. 

The one conclusion that I arrived at after all these men had been in 
there was that they didn’t like anything we were doing or the way we 
were doing it, and I don’t think they even liked the way I parted my 
hair, because what happened after that was one running conflict from 
the time that we started until the present time. All of those problems 
haven’t been resolved yet. 

Now, contract 6925 was the largest one we received. It was for spare 
parts, three items, a latch, a left leg and a right leg for an M-2-caliber 
machine-gun mount, tripod mounts. I have one here, Senator, and I 
would like to put it up on the table. 

Senator Frercuson. It is not loaded ? 

Mr. Vaarm. No, sir, it is not loaded. 

Senator Durr. You had better keep it pointed that way. 

Mr. Vacerm. Here is a sample of the latch. 

Senator Frreuson. I just had in mind*the Senators may be gun shy. 

Mr. Vaerm. I don’t blame them. 

The parts that we were making were this leg, and this leg, and 
the latch on the leg here. I have one which is dismounted. This 
latch here is one of the spare parts that we were making. 

Now, we had to make latches for the leg and also make latches 
separately as spare parts. 

Now, the problems we had in connection with this involved a num- 
ber of things. The first thing that 1 want to call to your attention is 
the fact that the contract was delinquent before we ever received it 
and could start operating. It was considerably delinquent. 

Mr. Forsyrue. How is that, Mr. Vagim? 

Mr. Vacim. Well, the bid closed on the 20th of February 1952. It 
was dated and received by us on April 17. I don’t know why the 
arsenal wanted these parts in such a terrific hurry, but they certainly 
didn’t allow a realistic time for tooling up and getting the thing under 
way, but if you changed the time element on your quotation, why, you 
could just be sure that you were not going to get the bid. That would 
disqualify, because practically everyone else that was bid ling on these 
contracts or on these invitations was not putting any time element or 
changing the time element. 

Senator Frercuson. What was the time element in the contract ? 

Mr. Vacrm. I think it called for the first deliveries to be made 
within 60 days, or something like that, after the award. 

Mr. Forsyrue. Have you got that in your files somewhere? 

Mr. Vacim. Yes: I have the contract. 

Mr. Forsyrue. You don’t have to dig it out now. You can submit 
it to me. 

Senator Fercuson. Sixty days after February 20, when the contract 
was signed ? 

Mr. Vacrm. Well, I don’t want to guess at that. I will look it up 
here. It required lanes of 10,000 per month on item 1, that is the 
latch, beginning March 31, 1952. 

Senator Frreuson. March 31, 1952, and you don’t get the con- 
tract-—— 
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Mr. Vacim. And item 2 called for 6,000 by the 31st of March, and 
2,000 per month thereafter. That was one of the legs. And item 3, 
which was also one of the legs, the opposite leg, called for 4,000 by the 
31st of March and 2,000 per month thereafter. We didn’t receive the 
contract until after the 17th. 

Now, the first thing we did was to write a letter asking for an 
extension of time. That was to the San Francisco Ordnance Dis 
trict, and I would like to say at this point what Los Angeles tried to 
do for us. They tried to get the arsenal to change the delivery time 
before they would accept assignment of the contract for administra- 
tion, and it was due to that dispute that was going on back and forth 
between Los Angeles and the arsenal that the contract was delayed 
somewhat. 

We finally got a call from the arsenal asking us to sign an amend- 
ment so that they get Los Angeles to accept it, and then when Los 
Angeles had fin: lly accepted it, they then take action to transfer it 
to an Francisco. It had to follow that route, for some reason. 

San Francisco didn’t get the contract or couldn’t answer any of 
our letters or any of our inquiries or take any action to help us with the 
problems we had to contend with, until some time in July of 1952 
Now, we could not get any action on our request for an extension of 
time, so we were delinquent from the time the contract was placed in 
our hands. 

We could not get any steel supplier to furnish steel and certify that 
it met the requirements of the specifications set forth in the drawings 
and in the contract using Government specifications—I mean using 
the Government numbers for specifying the type of steel. 

They had to be changed to AST numbers or ATSI specifications 
in order to get a certificate, so we had to write, which was a routine 
procedure, write to the district and ask them to let us deviate from 
the specifications to the extent of using AISI specifications. 

The steel was the same. There was no difference between the steel 
we were going to use and the steel which the Government wanted. 
The numbers, the identification numbers for certifying purposes, were 
different. 

Ordinarily, Los Angeles would have answered that immediately, 
but because the thing was in the process of being transferred, they 
just couldn’t answer us, and I imagine the thing went to San Francisco 
in the file, and it took until July before we got our reply, so we were 
sticking our necks out to procure steel up to that point. 

We couldn’t have procured it anyway, because we still had to have 
CMP allotments under the controlled materials plan, and in order 
to get that we needed the district’s assistance. We requested CMP 
forms, and we filed them, and it was some time in July before we got 
our allotment number and could actually place our orders for the 
steel; and after we got the allotment number it was nothing more or 
less than a hunting license. We still had to go out and find someone 
who had the steel and would supply it to us. 

None of the steel people at that time would make forward commit- 
ments, so we just had to operate from day to day. 

Now, at the time 

Senator Feracuson. How many contracts are in that file you have 
got before you? 
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Mr. Vacrm. In here? 

Senator Fercuson. Yes. 

Mr. Vaaim. This is just the direct correspondence that relates to 
our problems in connection with this particular contract. I brought 
46 pounds of files with me representing the correspondence and the 
detail work we had had to carry on with these people to do $170,000 
worth of business. 

Senator Fercuson. That is the paper work? 

Mr. Vaaim. This is just the direct correspondence that relates to 
these things I am talking about here. I boiled it down to the very 
minimum. I have the rest of the files over in my hotel room, in case 
I need them. 

The two things that were necessary for those legs 

Senator Frercuson. How many trips did you make to Los Angeles 
or to San Francisco, or any of your people? 

Mr. Vacim. Oh, we made a lot of trips. I don’t know, I wouldn’t 
want to guess at how many. I have lost track of them. I didn’t try 
to keep track of them. 

Senator Frerauson. Was it many? 

Mr. Vacrm. Quite a few; but I would say the telephone was the 
major method. 

Senator Fercuson. How many trips did people make from either 
San Francisco or Los Angeles to your office? 

Mr. Vacrm. Well, if you counted all the individuals that came down 
there, it must have been quite a few trips. 

Senator Frreuson. Well, how many? Do you have any idea? 

Mr. Vacrm. I would have to guess at that, Senator. It might be as 
high as 50 to 53. 

Senator Frrcuson. 50? 

Mr. Vacrm. 50, I would say altogether over a 2-year period. 

Senator Frrcuson. Was this almost a daily or a weekly occurrence ; 
or how was it? 

Mr. Vaerm. No; it wasn’t that often. The resident inspector was 
there all the time. He was at our plant continuously for the first 
year and a half until they withdrew him. 

Senator Fercuson. Why couldn’t he work some of this out? 

Mr. Vacrm. That is the problem. That is the thing that I want to 
point out here as we go along. 

The resident inspector was not only inexperienced and didn’t know 
what he was doing but he was also afraid of the people that he was 
getting his orders from. He didn’t want to make mistakes, and he 
was overly cautious. As a result, we were in many cases forced to 
make a silk purse out of a sow’s ear. 

On contracts on which we could have made a profit, we lost money 
on because we had to do things the way he wanted them done, rather 
than the way we knew the arsenal wanted them and would accept 
them, because we had been at the arsenal. 

Our man had gone back there and talked with them and knew what 
they wanted and would accept. We went to the National Guard 
armory, just like we did in the case of this gun, and we borrowed parts 
from them in order to see what previous contractors had done and 
how they did it, in order to show this resident inspector what had 
been done by people who had accepted those parts before him. But 
that didn’t work. 
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And in connection with these tubing specifications, the arsenal 
changed the drawing that covered the component, this tube here, to 
show a new specification for tubing that would provide for welded 
steel tubing. 

Now, I understand, in t: alking to the arsenal, that they had received 
a directive of some kind that they were to try and cut costs wherever 
they could, and so instead of using seamless steel tubing, which is 
what the legs on that mount are made from and what was used during 
the last war, too—welded steel tubing—now, welded steel tubing is 
covered by an entirely different specification than seamless steel 
tubing is. 

Senator Fercuson. What does your specification call for? 

Mr. Vactm. Well, our specifications on the drawing call for welded- 
steel tubing. Now, what happened is this: They changed the speci- 
fication for the tubing but they did not change the tolerances on the 
components that matched up with this tubing, or on the rest of the 
drawing itself, to correspond with the new tolerances that were pro- 
vided for welded-steel tidied in the new specifications that applied. 

Now, we immediately, when we detected that, notified the district 
and asked them for an interpretation on it, asked them for assistance. 
We could not get anyone, any steel supplier, to supply us with an odd- 
sized tubing. 

The tubing, as I recall it, called for .995, nine hundred and ninety- 
five one-thousandths of an inch diameter, outside diameter, with a 
tolerance of plus five one-thousandths, which would have been up to 
1 inch net as a maximum diameter. 

Welded-steel tubing calls for a tolerance of plus or minus five one- 
thousandths and a tolerance for ovality of seven one-thousandths, so 
that unless the component part drawings were corrected and changed 
and all the dimensions brought into line with this specification, you 
could not get these parts to match up or fit. 

Well, those were things which were to be expected. We certainly 
want to make it clear right here now that our relationships with the 
arsenal, with the engineering branch of the arsenal and even with the 
engineering branch at the district, were always good. We had no 
difficulty at all with them whenever we ran into a problem like this. 
Ww e had our trouble when we tried to get the changes made, because the 

San Francisco Ordnance District insisted that ever ything go through 
the 2m, and for some reason, which I have never been able to figure out, 
we could get a change from the arsenal within a matter of hours 
over the telephone orally or we could airmail a sample back there of 
what we were talking about, and the engineer would call me back 
collect in accordance with my request and tell me “yes” or “no” on the 
thing. 

But San Francisco didn’t want us to do that. They insisted that 
everything be funnelled through them to the arsenal. Los Angeles, on 
the other hand, had said, “Go directly to the arsenal, work ‘directly 
with them; send us carbon copies of your correspondence so we will 
know what you are doing and what is going on. 

The arsenal, whenever they took any ee action in answer to 
any request of ours did the same thing. San Francisco finally issued 
orders to the arsenal not to even talk to’ us. We might just as well 
not have had a long-distance telephone in our office for all the good 
it would do us. 
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The tubing specifications, of course, caused a problem on procure- 
ment. We could not get any steel supply, tubing supply, to supply 
any tubing nine hundred and ninety-five one-thousandths with a 
tolerance of plus five, so we had to order 1-inch tubing. We had to 
stick our necks out on it. 

The district engineer agreed with us it would be all right, he 
couldn’t see anything that was wrong with it. He notified them in 
writing what we were doing, and we went ahead, but we didn’t get 
any answer. We had to take this action in April, in order to get 
going on this thing. 

Senator Frereuson. What April? 

Mr. Vaerm. April of 1952. It wasn’t until July of 1952 that we 
began to get answers back. We never did get an answer on that. 
The answer we have is an oral one. 

Senator Durr. What was the date of your first delivery under that 
contract ¢ 

Mr. Vacim. It called for delivery in March. It was delinquent 
when we received it. It was subsequently amended to put a new date 
in it, but that date was also practically delinquent by the time all the 
paperwork was done, but we had to stick our necks out and proceed 
on this to get the job done and get going. 

Senator Gmuterre. May I inquire? I have some difficulty in under- 
standing the situation. When you bid on this contract, didn’t you 
have specifications as to the size and type of tubing ? 

Mr. Vacim. Yes, we did; but there are mistakes in the drawings, 
and as I go along here I will show you a number of others that are 
far more serious and more pronounced that will be easier to under- 
stand. 

There were mistakes made in the drawings, the engineering at the 
arsenal, and I assume that the reason for it was that they just couldn't 
modernize their drawings and bring them up to date. There were a 
great many deviations and changes given to contractors during the 
last war apparently. 

Senator GituerTe. These were changes from the specifications on 
which you had based your bid? 

Mr. Vacim. That is correct; but what they actually amounted to, 
Senator, are corrections of the specifications on which we bid, because 
we couldn’t meet those specifications and still produce parts that 
would meet the arsenal’s requirements. 

Senator GittErre. Your contract was still under negotiation, had 
not been accepted yet, when these changes were made / 

Mr. Vacim. No; no, sir. The contract had been accepted. 

Senator Guterre. You had completed the negotiations and had 
been awarded the contract ¢ 

Mr. Vacim. That is correct. 

Senator Giutterre. And then these changes were made after that ? 

Mr. Vacim. That’s right. They were requested after that, and we 
received permission after the contract had been signed. 

Senator Gitterre. Isn’t it also true at the time you bid on the con- 
tract that there was a time limit fixed for delivery under the contract ? 

Mr. Vaacim. That’s right. 

Senator Gitterre. And you bid on that basis? 

Mr. Vacim. That’s right. 

Senator Gittetre. Did they change the time of delivery? 
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Mr. Vactm. They did a little later on. They changed it a little bit 
later on. 

Senator Gittetre. But when you bid, you bid on the basis of certain 
specifications and certain articles to be delivered by a specified date ? 

Mr. Vacim. That’s right. 

Senator Gitierre. That contract was completed—I mean the nego- 
tiations were completed and the contract entered into? 

Mr. Vaaim. That’s right—well, I would like to make this comment 
in connection with that. We weren’t ordinarily given enough time, 
and I know that was certainly true in this case, we weren’t given 
enough time to do a complete engineering job with the one engineer 
that we had and could afford as a small business, to look into every 
single detail to detect these mistakes and these errors or these discrep- 
ancies before we put our bid in. 

If we had been a large contractor with an engineering department, 
with sufficient personnel, we could have handed each one of them a 
component part drawing and said, “Check this with the mating part 
and see what discrepancies are in there so we can take those into ac- 
count when we put our bid in and we can make a list of deviations and 
engineering changes we are going to request when our bid goes in, 
rather than asking for it afterward.” 

We couldn’t do that. It was physically impossible between the 10 or 

15 days between the day that we rec eived notice that the invitation 
was going to open and the date on which the bid closed, the final date 
to get the bid in the arsenal’s hands. 

Senator Girierre. Now, you signed this on February 20; is that 
right? That is the date you gave. 

Mr. Vaca. Yes; the bid closed on the 20th of February. We didn’t 
sign the contract or receive it until April 17. 

Senator Frreuson. Now, when you signed the contract, could you 
have taken the plans and specifications and manufactured an article? 

Mr. Vacim. No. 

Senator Frercuson. In other words, those plans and specifications 
on April 17 were such that you just couldn’t manufacture and fit 
together an article, assemble an article? 

Mr. Vacerm. That is right. In fact, the inspection equipment, the 
gages and the equipment for checking the parts that the resident 
inspector would use, didn’t arrive until sometime in 1953. 

The resident inspector could not have accepted the parts if we had 
completed them because he didn’t have the equipment with which to 
check the dimensions and to check the material to see if it complied 
with the drawings and specifications. 

Senator Fercuson. This inspector is on the Government payroll ? 

Mr. Vaerm. That’s right. 

Senator Frrcuson. Being paid by the Government? 

Mr. Vaaim. That’s right. 

Senator Frercuson. What was he doing all this time? When did 
he come to your shop ? 

Mr. Vaaim. He came to our - § immediately when the transfer 
took place between Los Angeles and San Francisco. It was sometime 
in April of 1952. 

Senator Frercuson. What did he do there until 1953? 
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Mr. Vacrm. Well, we had a number of other smaller contracts we 
were working on, and he was working on the inspection of those. I 
am just talking about one contract now. 

Senator Fercuson. And was he busy ? 

Mr. Vacim. Oh, he was busy; he wasn’t loafing. He was doing the 
work that he was sent down there to do. 

Senator Fercuson. You had others besides this? 

Mr. Vaem. Yes; and we were working on those. . 

Senator Frrcuson. Now, is it clear on this record that at the time 
you got this contract April 17, the plans and specifications would not 
produc e an article? 

Mr. Vacrm. That’s right, if we went strictly according to them. 

Senator Fercuson. That is what I am talking about, if you followed 
the plans and specifications. 

Mr. Vaarmm. Now, if the resident inspector from San Francisco had 
been like the one from Los Angeles and had been a practical man, the 
answer to that question would have been “Yes.” 

Senator Fereuson. Then, he allowed you to vary and fit together ? 

Mr. Vaerm. Wherever it didn’t involve a critical dimension or in- 
volve interchangeability of the part, he did. He would have let us 
make the change, but not the San Francisco man. 

He had received strict instructions that everything was to be exactly 
according to the drawings and specifications. 

Senator Durr. He wanted you to run it even if it went off the track. 

Mr. Vaan. I would like éo tell you now about one incident that 
will typify the thing I am talking about. The contract carried a 
standard clause regarding painting which read something like this— 
well, I will read the thing verbatim here as it reads. This clause ap- 
peared in almost all the contracts we received from Rock Island 
Arsenal. In fact, I think it was in all of them. It is a standard 
clause: 


All nonbearing surfaces not otherwise protected to be cleaned and have two 
coats olive drab enamel Federal Specification TT-E-485B in amendment No. 2 
dated January 17, 1951. 

Now, the key to that in interpreting that clause was: “not otherwise 
protected.” 

We knew from our experience with Los Angeles and with the arsenal 
that “not otherwise protected” meant no phosphate coating, which is 
this black coating on here which you see, which is a treatment of the 
metal that renders it rustproof. This part they wanted to be ainted. 

That was San Francisco’s interpretation, and we had a terrific ar 
ment with them, because we hadn’t calculated any painting on this 
when we figured our bid, so we had to argue with them on it. 

They said, “No, you do what we tell you. The contract controls. It 
isn’t what the specifications say or what the drawing says, it is what 
the contract says.” 

Senator Guterre. That was the interpretation of “not otherwise 
protected” ? 

Mr. Vaermu. Yes. Now, any engineer can tell you that what con- 
trols on these things is the assembly drawing. If the assembly draw- 
ing provides ‘for painting, you paint it. Tf the assembly drawing 
provides for phosphate coating as a final finish, that’s it. 

That is what the assembly drawing said, and that is how we figured 
our bid. It just so happened we went ahead and bought the paint, 
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five hundred and some dollars worth of it, very expensive paint, and 
it just happened I was talking to the chief engineer at the arsenal 
sometime later about whe problem i in connection with these legs, 
I think it was, and we noticed that on the assembly drawing it pro- 
vided for brazing at one joint, and we wanted to know if “brazing 
would be O. K., and we had sent him a sample of the brazed leg for 
his examination and decision, and it was while we were talking to 
him about this sample after it had arrived there that he said, “We 
don’t like brazing, because it stains the part and it didn’t take the 
parkerizing’ that is, this phosphate coating—“properly, and we 
would like to have you weld it.” 

I said, ‘Well, what difference does it make whether there is a stain 
on ‘t we are going to paint it anyway.” 

He said, “Who said it is going to be painted? What does the as- 
sembly drawing provide for? It doesn’t provide for paint.” 

And I: agreed with him, and I told him the story about the decision, 
and as a result of that, I noticed on the subsequent invitations for bid 
from Rock Island that we began to receive, they changed that clause 
to make it clearer so there wouldn’t be any difficulty about it, but we 
still have the 500 gallons of paint. 

Senator Fercuson. How did they change it? 

Mr. Vaerm. I think the way it reads now—I will just have to try to 
remember it, is that all surfaces not otherwise protected or in which 
the final finish is not definitely stated by the component part or final 
assembly drawing shall be painted with two coats of o. d. enamel, and 
so on. 

Mr. Forsytnue. Under the new regulations, would you paint the 
legs, under the new specifications? 

Mr. Vaarm. No, definitely not. It just simply says what Mr. Roe 
told me on the telephone that day, that the assembly drawing controls, 
the engineers are the ones who design these parts, not the people who 
write the contracts. 

Now, to this date we have never received, nor have the inspectors out 
there received any information res varding the mating part on these 
legs. That is this body right here that the legs go into. 

Now, the legs obviously have to match up with this. If we had 
made those legs i in accordance, strict accordance, with the drawings 
and specifications as they read and as they were subsequently changed 
at our request, the legs would not fit this thing. 

We discovered that in time to go back to the arsenal and call it to 
their attention, and the arsenal reflected some of these changes in new 
drawings, new engineering—they put out engineering change orders 
and revised the drawings, but then the district refused to incorporate 
these into the contract by amendment, and as the result we couldn’t 
proceed under the contract to complete the parts, because the inspector 
could not accept them unless they complied with the drawing and 
specifications, and we could not make them in accordance with the 
drawings and specifications so that they would match up with the 
component parts. 

Senator Ferauson. How did you finally solve that one? 

Mr. Vaarm. Well, I will have that in a moment. We finally got 
that worked out in the last few days, but we still have problems in that 
connection. 


















14 MILITARY PROCUREMENT PROGRAM, 1954 


Senator Fercuson. What last few days, when? 

Mr. Vacim. Just before I left home, I got a letter from them. 

Senator Fercuson. You mean, they are still debating this thing? 

Mr. Vacerm. Oh, yes, definitely. We still have an inventory out of 
there of close to $100,000 worth of material that all of our working 
capital is tied up in, and we can’t move forward or backward on it. 

Senator Fercuson. You mean this big hurry that they had about 
getting this started March 31, 1952—— 

Mr. Vaerm. That’s right. 

Senator Frercuson. And you are still debating these problems? 

Mr. Vaerm. That is right. 

Senator Frerevson. How long do you think you will be debating 
them ? 

Mr. Vacim. Until such time as we can get compensation for this 
increase in cost to us that has taken place, because we had to lay our 
help off and put them back, lay them off, and put them back on. 

I just recently had to sell my capital equipment, every bolt of it, in 
order to pay back a loan to a person I had borrowed it from, because 
all of my working capital is tied up in this inventory of material. 

Senator Fercvson. How much has been delivered on this contract ? 

Mr. Vacrm. Nothing on this one. This is the only contract we 
haven’t delivered anything on. Oh, well, we have one other there. 

Senator Fereuson. And that is dated April 17, 1952? 

Mr. Vacrm. That’s right. 

Senator Fercuson. Well, haven’t they canceled it on you? 

Mr. Vacrm. No. I guess they would like to, but they haven’t yet. 

Senator Fercuson. They haven't canceled it? 

Mr. Vaerm. No. 

Senator Frerecuson. You are still debating it? 

Mr. Vaerm. That’s right. They had to do something about it. 

Senator Frrcuson. Have you delivered anything on that contract ? 

Mr. Vaarm. No deliveries have been made at all on it. It is be- 
cause we haven’t been able to make deliveries and because I don’t 
think it was our fault that that situation exists that I am here today. 

Mr. Forsyrrie. What is this part you were talking about that 
wouldn’t fit, the component ? 

Mr. Vacerm. Well, I want to tell you about that now. That is an 
example of what I am talking about. 

This upper assembly, this component here, is called a hinge. That 
is this little piece that slips into the end of the tubing and is welded 
into place and goes up inside this body with a bolt through it. 

Now, back in 1934—the drawing goes back to 1934—these parts were 
made out of bar stock, machined. They are hollow inside, and they 
are machined from solid bar stock. They are just as light as the 
other type that was used as an alternative, which was fabricated from 
astamping. That is the type that is on these legs here. 

Now, we asked the arsenal for permission to make the part from bar 
stock, and they gave it tous. This was in July sometime. 

Senator Frercvson. Of what year? 

Mr. Vaerm. Of 1952; of 1953, when the district finally got their 
wheels into motion and got all the files cleared and could start answer- 
ing our questions. 

We got action right away from the arsenal on this, allowing us to 
produce the part from bar stock, which was an improvement over this. 
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These parts here are much weaker than the machined part, and we 
noticed on some of those that they had at the National Guard armory 
that they had begun to split. 

They were cracking open, and so we felt that it was an improvement, 
and it was something that we could manufacture in our own shop, 
rather than subcontracting it, so we decided that that would be an 
improvement, and they gave it to us. 

The dimensions were wrong. They were too short, and the result 
was that when you welded them in accordance with the assembly 
drawing, they wouldn’t fit the mating part, and we didn’t discover 
that until after all the hinges had been made. There were only 22,000 
units, and on an automatic screw machine those things don’t take very 
long to run out, and by the time we had set up and run those and dis- 
covered they were too short, the damage had already been done. 

The way we discovered it was by accident. We didn’t know, we 
would have caught it ourselves if we had had drawings of the mating 
part, but to this day we haven’t been able to get them. 

They won’t furnish them to us, and I am sure the district is respon- 
sible for that, because every time we have asked the arsenal for a draw- 
ing, they have given it to us right away, but the district has issued 
instructions they are not to furnish us with any drawings. 

Mr. Forsytue. Why not ? 

Mr. Vaerm. I don’t know. 

Senator Fercuson. When did Washington first hear about this? 

Mr. Vac. In October I came back here and visited with them 
about matters, but I didn’t discuss these problems. We were still 
trying to get along with those people. 

Senator Fereuson. October of what year? 

Mr. Vaerm. 1953. 

Senator Frrcuson. Well, when did Washington get this story ? 

Mr. Vac. Well, they didn’t get any story from me until October, 
but I imagine they got a report from the district about it. They must 
have. The district was certainly keeping them posted. 

Senator Frereuson. October of 1953 you really got in touch with 
Washington ? 

Mr. Vac. I finally in despair made a trip back here to the Spring- 
field Arsenal in September 1953. I came to Washington in September 
of 1953, but I didn’t talk to the Pentagon or the ‘people over there 
until sometime in October. 

Senator Frereuson. October of 1953? 

Mr. Vaamm. Yes. Then I went to the Rock Island Arensal on my 
way home, and stopped in there in September, and then I went back 
again in October. 

Senator Fercuson. What reason did the Pentagon give you? 

Mr. Vaarm. I didn’t discuss these problems w ith them the first time 
I was in here. 

Senator Frercuson. When did you first discuss it with the Penta- 
gon? 

Mr. Vaerm. In January. 

Senator Frercuson. January of this year, another 21 

Mr. Vaart. Yes. 

Senator Ferauson. Since you discussed it with them? 

Mr. Vaarm. I might point out the arsenal corrected these dimen- 
sions, issued new engineering change orders, a revised drawing, ob- 
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soleted the old parts, took all of the necessary steps within a few days 
after I was there in October. That is the way the arsenals worked. 

The same thing was true with Springfield. It was true with Rock 
Island. I never had any trouble with the arsenals at all. My trouble 
was with the antagonism that was apparently built up whenever I 
went to the arsenal. 

I mean these people didn’t like the idea of my going over their 
head. 

Senator Durr. The sum of your whole statement is, then, that 
according to the dimensions in the drawings, you could not have made 
a usable weapon; is that correct ? 

Mr. Vacm. That is right. 

Now, with the revised drawings that have since been issued, I can. 

Senator Fereuson. Since when ? 

Mr. Vac. Since they were issued back in October or December 
sometime; sometime between my visit in October and December. I 
don’t recall those dates. 

I could look them up here, but they were made reasonably prompt 
after my visit there, and the arsenal was apprised of the fact that 
a mistake had been made. 

Now, some of the changes that had been made by the arsenal were 
made in order to overcome the problems that were being created by the 
literal interpretations and the technical interpretations of the resident 
inspector, which put him in a position to say he was right. 

He could say he was right. All he had to do was lay the drawings 
and the specifications and the contract out and say, “Look, we are 
right. Until the engineering branch makes changes, we have to go 
by this.” 

Senator Fercvson. And even though they don’t fit together ? 

Mr. Vaotm. Exactly, and so I fin: ally couldn’t get them to cooperate. 
They would keep repeating, “You took it that way, you knew what 
you were doing when you took it. Now make them that way. 

But one of the requirements in order to safeguard against things 
like that, I assume, was that a pilot lot be sent in to the arsenal for 
their examination and approval before quantity production began. 

Now, that is a basic difference between how Los Angeles operated 
and San Francisco operated in connection with this problem. Los 
Angeles encourages the contractor. In fact, the first thing they told 
us on the first contract we had with them is, “Make a sample up right 
away. Get your tool room to make up a sample, a pilot lot, and send 
it in. Let’s see what the arsenal wants. We will get together with 
you and-we will make our interpretations of these drawings ‘and specifi- 

cations, and we will reflect them in the sample parts, and we will send 
hem back there and let them look at them, and if they are satisfactory, 
we know everything it O. K.” 

Senator Frreuson. Who did you see in the Pentagon Building? 

Mr. Vaart. I talked to a Colonel Bogart, I think it was, over there. 
The first time I was there I talked to Colonel Bogart’s chief. 

Senator Fercuson. Did you give them the same story that you are 
giving us? 

Mr. VAcrm. In January, I did; yes. 

Senator Frrcuson. In January. And what results did you get? 

Mr. Vacrm. Well, I started getting some action. I got action in 
February, I mean March and April of this year. 
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Senator Fereuson. We are not in April yet. 

Mr. Vaarm. I mean March; February and March of this yea 

Senator Ferecuson. The Pentagon is getting the action ? 

Mr. Vaatm. Well, they have gotten the district to take whatever 
action the district will take, but they haven’t taken complete action 
yet. They are still hedging and still fishing around, trying to make 
the best deal they can for themselves, and it won’t work for me, 

Senator Fercuson. What are they trying to do now? 

Mr. Vacrm. Well, what they are trying to do is get me to agree to 
make the material on a compromise basis, which won’t cost them any 
money, and declare it substandard, acknowledge that it is substandard 
material, and take a price reduction on it, and I am already out all 
of the costs and extra costs for training and retraining and firing and 
hiring and going on, spreading out a contract that shouldn’t have 
taken over 6 months to complete, over a 2-year period. 

They want me to absorb all those extra costs and forget about the 
whole thing, just so we can get this contract completed. 

Senator Durr. In other words, they want you to absorb the cost 
of the mistakes they made? 

Mr. Vaaim. That is correct. My direct labor costs are a little 
higher. My material costs are no higher than they would have been. 
My overhead burden is about four times what it should have been 
charged against these jobs. 

I have had to spend, well, you know all of this correspondence that 
I told you about. Somebody had to write all that. Somebody had 
to make all the telephone calls and all the trips and all the visits, not 
to count all the lost time in the shop. 

Now, on the pilot lot, I was telling you about that. I think this isa 
very imporatnt thing. 

Senator Fercuson. Can you give us a figure on how much is in 
dispute now between you and the military ? 

Mr. Vacim. Well, we have a $90,000 contract to complete, this one 
here. We have another contract that I want to tell you something 
about. This is a $90,000 contract. 

Senator Ferevson. How much do you want, and how much do they 
want to pay you? 

Mr. Vaerm. Well, I haven’t calculated yet exactly what the total 
overall cost to make us whole again will be. I mean there are so many 
extenuating factors that have to be gone into and good accounting 
principles applied in order to decide how much it amounts to. 

Senator Frercuson. Well, do they still need this material? 

Mr. Vacrm. I imagine they do. I know they are holding some units 
at Rock Island that they need components for in order ‘to complete 
them. I know they need a few there. They are spare parts. 

I imagine they wouldn’t have ordered them if they didn’t need them. 
This is an item that is used every day by the National Guard. There 
are spare parts being used all the time in maintenance of them. It is 
not an obsolete item. 

Senator GitLerTe. You mean to say you have $100,000 tied up in 
inventory ? 

What type of inventory, completed articles? 

Mr. Vacrm. On this contract here, that is a lot of other things 
included. We have on this inventory, on this thing alone is around 
$70,000. 
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Senator Gritetre. In completed articles? 

Mr. Vacrm. No. They are partially completed. We can’t go on. 
All the components are completed, but we can’t proceed with final 
assembly until these questions are resolved. 

Senator Fercvuson. What do you want the committee to do? 

Mr. Vaaerm. I just want the committee to understand—well, I am 
not so sure it is just the committee. I want people who read the trans- 
cript of this testimony here, that are small contractors, to know the 
hazards of doing business with the Army on spare parts, if they have 
to do business through the San Francisco Ordnance District. 

Now, I won’t say that about Los Angeles or any of the other ord- 
nance districts. I have had nothing but good experience with every 
one except San Francisco. 

If I had to do this over again, if I was going to take on any more 
contracts with any of the arsenals, the first thing I would do would be 
to open an office close enough to the arsenal so that I could do business 
directly with them. 

Senator Frereuson. You said San Francisco would not allow you to 
do business directly with the arsenall. 

Mr. Vactm. Well, they would have to, if my office was in the area 
where the arsenal was located, I assume. I don’t know. 

Mr. Forsyrue. Why do they have a district office when they had a 
resident inspector there ¢ 

Mr. Vacrm. I don’t know what the purpose of the district is. I 
haven’t been able to figure it out yet, because everything that is being 
done there could be done better by the arsenal themselves. 

Senator Frercuson. They have a separate setup as a district office 
in Fresno? 

Mr. Vactm. No. The district I am talking about is the San Fran- 
cisco Ordnance District ? 

Senator Frercuson. How many people would work in that San 
Francisco office / 

Mr. Vaerm. | know there are three floors of them. I don’t know 
how many. I have never counted them. 

Senator Frercuson. Are they civil service employees or are they 
mostly military ¢ 

Mr. Vacrm. No. They are mostly civil service employees. 

Senator Frreuson. You are dealing mostly with civil service? 

Mr. Vacim. We didn’t have any trouble with the military, with 
one exception. There was just one man there and that gave us a lot 
of trouble, and he is not there any longer, but everyone else in the 
military there were very helpful, very cooperative, but even they 
couldn’t cope with the monstrosity that that thing represented. We 
couldn’t cope with it, and when we went to the executive officer of the 
district, he would demand action. I know that he did. 

He would send me copies of his communications. He would keep 
me posted on what he was doing in order to unravel some problems. 
He would run into the same blind alley. It would go on and on and on 
and on, and they would start finding reasons for writing letters. 

Senator Ferevson. Who is here today that you have been dealing 
with in the room? 

Mr. Vaarm. I don’t know if Major Lawyer is here. He would be 
the executive officer I am talking about. I don’t see him in the room 
here. No one here from the San Francisco Ordnance District. 
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Senator Frrcuson. Is the lawyer here from the San Francisco 
District? 

Mr. Vacrm. No, this Major Lawyer I am talking about, his name is 
Lawyer. 

Mr. Forsytue. Well, have you got all the changes and specifications 
you need now ¢ 
" Mr. Vaerm. Everything but amendments to the contract in order to 
make it possible for us to proceed. 

Mr. Forsyrue. You have gotten the changes, the drawings. Are the 
drawings up to date now / 

Mr. Vacrm. In order for them to become offic ‘ially usable, they have 
to be incorporated into the contract by amendment. Up until that 
time, they are just engineering change orders that are issued by the 
arsenal and which will apply to any procurement hereafter. 

Mr. Forsyrue. All right. 

a you have got all these chi anges made. They have been made and 

. Kd, but they won’t incorporate them in the contract as amend- 
i is that right? 

Mr. Vacra. They just offered to do it before I left home. I haven’t 
even answered the letter yet. They gave me 10 days in which to reply, 
and I wrote them and told them I couldn’t reply in that length of time. 

They are holding the changes for ransom by insisting that I agree 
that the material is substandard and that I accept a reduced price. 

Senator Gittetre. Who sent that letter ? 

Mr. Vacetm. That letter was sent to us by the negotiator of the Artil- 
lery and Small Arms Branch of the San Francisco Ordnance District. 

Senator Frereuson. Talking about ransom—where do you get that 
idea ? 

Mr. Vaacim. It actually amounts to that. I feel I have a claim here 
and I would like to get my claim settled right now at this point, rather 
than have them do what they are doing. They have already stalled 
me for almost 6 months on these changes, and incorporating them. 

Senator Ferauson. Let me for the moment ask if anybody is here 
from the Pentagon, Procurement Section. Is anybody here from tbe 
Pentagon ? 

Colonel Crow. Yes, sir. I am here. 

Senator Fercuson. Who is in charge. 

Colonel Crow. I am in charge. 

Senator Frreuson. Give your name to the reporter. 

Col. W. J. Crow, Chief, Legislative Coordination Branch, Execu- 
tive Office, Office of the Chief of Ordnance. 

Senator Frreuson. You have heard this story here this morning 
from this man, under oath. 

Colonel Crow. Yes, sir. 

Senator Fereuson. What do you say about it? 

Will you come up, please ? 

This is a very complicated thing for the committee. 

Why can’t this be carried out by you who are skilled in this business? 

Colonel Crow. I am not familiar with the facts, sag: enator. 

Senator Fercuson. Will you come up to the table. You gentlemen 
have had this thing for practically 2 years now. ‘Why aren’t you 
familiar with the facts? Why j is this a matter that Congress has got 
to hear, which seems on its face to be an absurdity ? 
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I haven’t heard your side at all, but we have been hearing this man, 


under oath. 

Colonel Crow. We did not expect to testify today. We wanted to 
hear what he had to say. 

Senator Fercuson. You have heard what this man said. 

Colonel Crow. Yes, sir. 

Senator Ferevson. What can you tell the committee as to how this 
could be taken care of ? 

Colonel Crow. I can’t answer that, personally. 

Senator Frercuson. Well, who is skilled? What is your job with 
the military ? 

Colonel Crow. I am the legislative liaison officer. 

Senator Fercuson. You are the go-between ? 

Colonel Crow. That is right. 

Senator Fercuson. Let’s get somebody else. 

Now, are you the small-business section ? 

Mr. Noste. Yes, sir. 

My name is Noble. I am the small-business specialist in Ordnance, 
Chief of Small Business, in the Office of Chief of Ordnance. 

Mr. Vagim came by to see me in January, I think it was. January 
this year, the first time I ever heard of him, the first time I ever saw 
him. He told me essentially what he has been telling you. 

We phoned San Francisco to find out what is the background of all 
this, and we have quite a bit of data on the situation which doesn’t 
jibe with what he has been telling. 

In the first place, it would be utter chaos in Army Procurement to 
allow individual contractors to be changing specs and getting some 
inspector to agree to it; an inspector, we will say, in San Francisco, 
might have different ideas from one in Los Angeles, but we have got 
to go by specifications. 

Senator Fereuson. He gives a picture here that if he goes by speci- 
fications and plans, then the things won’t fit together. 

Mr. Noster. There are other contractors in the United States that 
have made this thing for years. 

Senator Ferevson. Under the same plans and specifications? 

Mr. Noster. I assume under the same specs and plans. 

Senator Fereuson. And they fit together ? 

Mr. Noster. We fought World War II with it. 

Mr. ForsyrHe. Were there any deviations given, do you know that, 
to these contractors? 

Mr. Noste. I suppose so. 

Senator Fercuson. Well, there is your picture. You suppose so. 
Haven't you tried to look into this to solve it? 

Mr. Noste. Yes, sir. We understand that we are to have a number 
of people here on the 23d, the people that were involved, that actually 
had the dealings with Mr. Vagim. 

Senator Fercuson. But what I am trying to get at is, you are giving 
this committee just an impossible job, and you have had'since January 
to try to do it yourself, who are skilled in it. 

Why hasn’t it been done in these 214 months? 

Mr. Noste. Well, in the first place, sir, the Vagim Co. has received 
progress payments from Army Ordnance and there is a question as 
to whether they should have been paid properly or not, and, if we 
terminate the contract, we may lose what we have invested into it. 
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He, in turn, has sold a bunch of his machinery, so that he can’t 
possibly complete the contract. He is going to subcontract it, as I 
understand it. 

Mr. Forsytue. Is that right, Mr. Vagim? 

Mr. Vaerm. That is not right. All of the component parts have 
been completed, and all that is waiting is for final assembly, and we 
have all the equipment necessary to make the final assembly. 

Senator Frrcuson. You have had 214 months to try to solve this 
problem. When did you first hear he was going to come over here 
to the committee ? 

Mr. Norte. Two weeks ago, or a week ago. 

Colonel Crow. A short time ago. 

Mr. Noste. A short time ago. They have been working ever since 
January, I know, with Mr. Vagim. 

Senator Fercuson. Who is assigned to try to iron this out? 

Mr. Noste. The Chief of San Francisco Ordnance District. 

Senator Frereuson. Is he competent ? 

Mr. Noste. Yes, sir; he is one of the best district chiefs we have, 
Colonel Stark. 

Senator Fereuson. Have you got a report on this matter ? 

Mr. Noste. Yes, sir. 

Senator Fereuson. Could we see it? 

Mr. Noster. Yes, sir. 

Senator Ferguson. We would like to see what your reports are on 
this matter. It has been pending out there 214 years. 

Mr. Noste. We have a report, and we have reports of telephone 
conversations, and that sort of thing. 

Senator Frreuson. But if this man was wrong, why didn’t you 
cancel his contract? 

Mr. Nostx. Well, we don’t like to run roughshod over a small- 
business man, and we were attempting to work out with him, I am 
sure of that. In the meantime, he is in us for some money. 

Senator Frereuson. Taking his story and the dates, leaving out the 
details, can a small-business man function under this method, under 
this system ¢ 

Mr. Noste. No, sir; absolutely not. 

Senator Frreuson. He couldn’t? 

Mr. Nose. I think it is somewhat ridiculous to sign a contrac 
that is already delinquent before you even sign it. He says the 
deliveries were called for in March of 1952. He signed the contract 
in April. That is poor business, at that. 

Senator Gitterre. Are you prepared to dispute that? 

Mr. Nose. No, sir. 

Senator Frercuson. Will there be any discipline on a thing like 
that? Does anybody ever lose a job by virtue of doing things wrong? 

Mr. Noster. Yes, sir. 

Colonel Crow. Yes, sir. 

Senator Frereuson. Has there been any discipline in this case ? 

Mr. Nosie. Not that I know of sir. 

Senator Frrcuson. Have you acted on the reports? 

Mr. Noster. Well, we had notice as soon as we got the reports, we 
had notice of this hearing. 

Senator Fercuson. When did you get your report ? 
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Mr. Nosie. It is dated March the 5th. We probably got it about 
March the 8th or 10th. 

Senator Frrcuson. Of this year? 

Mr. Nosxe. Yes, sir; that is right. 

Senator Fercuson. So you haven’t had time on that? 

Mr. Nosie. That is right. We are prepared to give you a lot of 
evidence on this case next Tuesday. That was the da ay assigned to us. 

Senator Fercuson. That appears to be the trouble. We get a lot 
of e _ ence, but we don’t get action. 

Mr. Nose. The sad part of it is, Mr. Vagim has evidently requested 
this committee to have about 10 people come in here from San Fran- 
cisco and Los Angeles and Rock Island, all of which costs a lot of 
money. 

Mr. Forsyrne. Mr. Noble, that is not Mr. Vagim’s business. I 
wrote the letter, as Chief Counsel for this committee, and I can tell 
you why I did it. It was because this committee gets involved in a 
case like this and we ask somebody to answer a question and the 
answer is, “I am not qualified to answer that. You will have to talk 
to Mr. so-and-so, who had something to do with it.” 

The reason I asked for those people, Mr. Noble, as you well know, 
because I told the representatives of the Pentagon about it when I 
met with them, is that on this case and others we want all the answers 
to the questions that we ask at the time, because we have had experi- 
ences before where the committee has gone into something like this 
and you have come in and the people from the Pentagon have said, 
“Well, we are sorry, we can’t answer it this morning, because we don’t 
have the qualified people,” so it was not Mr. Vagim who wrote the 
letter to you folks asking people to come over for our committee. We 
wrote that ourselves. 

Mr. Nosie. Well, I can understand that, that you would want people 
who have the answers. 

Mr. Forsyrue. That is correct. 

Mr. Noste. Well, we are prepared to do that next Tuesday, sir, 
have the proper people with the answers. 

Senator Frercuson. Have you got your report with you today ? 

Mr. Nose. No, sir. 

Senator Fereuson. When can we get that, so we will know that 
phase of it? 

Mr. Noste. I could bring it over here to you, as far as that goes. 

Senator Frereuson. You could give it to the chairman, so that we 
will have it as part of the record here, and then we can ask intelligent 
questions of the witness here, who is sworn in giving his testimony. ; 

Senator Gittetre. Mr. Chairman, may I ask counsel—these other 
people that are to come in—are they to come in next Tuesday ? 

Mr. Forsyrue. Yes, sir, I set it aside for Tuesday. I set this man 
up for today. 

Then we have other small-business people coming in Thursday or 
Friday, and I gave them 4 or 5 or 6 days in which to prepare an answer 
to this, get their evidence, and get their people in. 

Senator Gutterre. Will it require Mr. Vagim to make another trip 
from California? 





2 Supplemental report supplied by Army Ordnance Corps appears an appendix I, p. 471. 
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Mr. Forsyrne. Mr. Vagim has volunteered to stay here. He has 
other business in New York, and he is going to stay here and be present 
when the other people testify, but we did want to get his complaint on 
record, so the Pentagon could see it and read it and know what the 
testimony is. 

Mr. Nose. The idea, Senator, was that we would get a copy of the 
transcript of the record by tomorrow morning. 

Senator Fercuson. Have you ever talked to Mr. Vagim ? 

Mr. Noster. Yes, sir. He called on me in the Pentagon in January. 

Senator Fereuson. In January? 

Mr. Nose. Yes, sit 

Senator Frrcuson. Is the story as he tells it here this morning the 
story he told you! 

Mr. Nose. Yes, sir 

Senator FerGuson. So you have known, really, since January, what 
his complaint is? 

Mr. Noste. That is correct. 

Senator FERGusON. a have you sent that out to be investigated / 

Mr. Nose. Yes, si 

Senator Frreuson. aon it is that report that you have back ? 

Mr. Nosie, That is correct. 

Senator Frereuson. You agree here this morning that if the facts 
are near to what he says, it is an impossibility for small business, or 
large business for that matter ¢ 

Mr. Nozsie. An impossibility for them to do what ? 

Senator Frereuson. To function. 

Mr. Nosie. I don’t think any business can function when they take 
a contract for certain specifications and then they allow changes and 
parts don’t fit and all that sort of thing, and all the delays he has had. 
L don’t think he could function, no, sir, but I don’t think they are all 
Ordnance’s fault, though. 

Senator Frereuson. But you say that at least they didn’t cancel 
this contract—it is still in existence? 

Mr. Noswe. ‘Trying to help him out, trying to get the thing com- 
pleted. He had sent 22,000 units to Rock Island Arsenal. I saw 
one of them, a sample of one of them, rather, a roughly welded thing, 
and for that to be approved, Rock Island has to agree that that is 
substandard work. When they say it is substand: ard work, he in turn 
dloesn’t get paid his proper price, his first price. 

Mr. Forsytur. Why does it have to be substandard ? 

Mr. Nose. Because it doesn’t meet the specifications, and it might 
test out to be usable, but still not meet the specifications. 

Mr. Forsyrur. We understand, though, that they work out changes 
in specifications in the engineering requirements. That was one of 
the things that we requested of you back in January that you look 
Into. 

Mr. Vagim tells us they won’t incorporate them into the contract. 

Mr. Noster. I don’t think he has received those changes that he is 
talking about. They haven’t been put in the contract, anyhow. 

Mr. Forsyrne. We have a teletype that your office received that 
said that some of these changes, at least, had been O.K.'d. 

Mr. Nose. But there are two that still remain not O. K.’d, I 
think. 
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Mr. Forsyrur. But there were 4 changes that were requested in 

our telegram to you, and it says 2 of them have been put into effect, 

but they haven’t been inc orpor: ated, apparently, into his contract. 
Now they want him to sign a statement that it is substandard . 

equipment. That is a reflection on a business concern, too, when they 

put a substandard equipment. 

Mr. Nortx. Frankly, a lot of people have been devoting their time 
to try to salvage this thing for him. He says he is losing money. 
The Government itself would lose some money. They have given 
him some progress payments for which they have received nothing. 

Senator Frrcuson. How much have they paid him? 

Mr. Nosxe. It is in excess of $50,000. 

Senator Frerevson. On a $90,000 contract ¢ 

Mr. Nosre. I think that is it. 

Senator Frercuson. So they have paid him half. 

Mr. Nosre. I don’t know whether it is on the $90,000 or not, sir. 
I am not prepared to answer that, but we will have people here that 
can tell you that. 

Mr. Forsytue. I tried to get information on this for 2 weeks, 
you will remember, and I didn’t get a thing until I came over and 
we sat down and finally made a phone call out to San Francisco one 
day, and I waited 2 weeks for even some information on this case, 
but I couldn’t get it. 

Senator Fercuson. - this your job, on small business ? 

Mr. Nose. Yes, si 

a FERGUSON. "Raclusively? 

Mr. Nosie. Yes, sir. 

Senator FERGUSON. Nobody else is in charge of it over in the 
Pentagon ? 

Mr. Nose. That is right, in Army Ordnance. 

Senator Frerevson. In Ordnance? 

Mr. Noste. Yes, sir. 

Senator Frercuson. And so your department that is responsible to 
small business has charge of this particular contract ? 

Mr. Nosie. Well, we don’t have charge of contracts, but we we do 
everything we can to help these people out. 

Senator Frercuson. Have you any other contracts like this in 
dispute ? 

Mr. Noster. Yes. 

Senator Fercuson. Many? 

Mr. Nosiz. Not many, no,sir. Just a few. 

Senator Gitterre. You are in a civilian status? 

Mr. Noste. I am a civilian; yes, sir. 

Senator Frrevson. How many people are in your office? 

Mr. Noster. I have a secretary here in Washington, but we have 26 
people around the country, civilians at Army Ordnance procurement 
centers. We call them small-business specialists. They work under 
me, 

Senator Frreuson. team you got a man in San Francisco? 

Mr. Nose. Yes, sir. 

Senator Fereuson. ‘i as he been alerted to this job? 

Mr. Noster. Yes, si 


Senator Frereuson. Did he make a report ? 
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Mr. Noster. No, sir; the report was made by the Inspector General 
of the Army. 

Senator Frrevson. The Inspector General, then, has been on this 
case ¢ 

Mr. Noste. Yes, sir. 

Se nigel Frreuson. How long? 

Mr. Nosie. For a couple of years. There was a report some 2 years 
ago, and then a recent report. 

Senator Fereuson. Then you will give us all those reports ? * 

Mr. Nose. Yes, sit 

Senator Giuuerre. He ought to be reasonably familiar with it? 

Mr. Nose. I think so. 

Senator Gittetre. He has been on it for 2 years. 

Mr. Nose. I think he is. 

Senator Giterre. We haven’t been on it 2 hours yet. 

Senator Frreuson. Has counsel ever asked you for these reports ? 

Mr. Nose. Yes, sir. 

Senator Frreuson. Why didn’t you give them to him? 

Mr. Nosxe. It was yesterday he asked. 

Mr. Forsyrue. He asked for them 4 weeks ago when Mr. Amis and 
I were in your office. We asked you if we could have the new Inspector 
General’s report, and you looked at the old one and said there were 
some changes to be made in it which we would get 

Senator Fercuson. Have those changes been made? 

Mr. Noste. Yes, sir. 

Senator Frereuson. What are those changes? 

Mr. Nosie. Well, frankly, I can’t answer that. I mean, I don’t 
know. 

Senator Frrcuson. Well, have you personal knowledge of this re- 
port? Have you examined it? 

Mr. Noster. Yes, sir; I have read it. 

Senator Frrevuson. From that report what conclusion have you 
drawn ? 

Mr. Noste. I have drawn the conclusion that Mr. Vagim is one of 
these operators that doesn’t care to operate by specifications, by the 
rules, and that he wants to do things his own way, perhaps, and he is 
into us for some money. It is one of those unfortunate things. We 
are trying to help him out. 

Senator Ferauson. Now, he comes in here and swears under oath 
that if he made these according to your specifications and your plans, 
that they would never fit together or work. Do you agree with that. 

Mr. Noste. No, sir. If that were true, how would we get any guns 
put together ? , 

Senator Frrcuson. I don’t know. I am trying to figure it out. 

Mr. Forsyrue. Deviations. 

Mr. Nosix. Deviations are supposed to be recorded and written and 
all, so you just don’t make oral deviations. 

Mr. Forsyrue. He just stated that he discovered some that were 
made m3 at were not recorded. 

Mr. Nosie. Well, somebody at the arsenal might tell him, “Go ahead 
and change this,” and he goes ahead and does it, and the fellow at the 
arsenal dies, so what ? 


*See appendix I, Army Ordance supplemental report, beginning p. 471 
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Mr. Forsyrue. I am referring to changes in World War II. 

Senator Ferevson. Couldn't you get an engineer to sit down with 
this man and figure out whether those plans | and specifications that 
he bid on would make a product that would fit together and be work- 
able? 

Mr. Noste. Yes, sir; I think so. 

Senator Fereuson. Do you know why that hasn’t been done? 

Mr. Norte. No, I don’t. I frankly don’t. 

Senator Frrcuson. Have you somebody that you can assign to that, 
an engineer ¢ 

Mr. Nose. No, I don’t have anybody. 

Mr. Vaaim. Senator, could I interrupt here? 

All of these things that you are asking him about have been done way 
back in July of 1953. The inspector from the district knew of this 
and supported us on it. He knew the changes were necessary, but 
other people in the district that claimed they were the ones through 
whom it should be funneled wouldn’t take the action. 

For that reason I prepared exact samples of what our problem was 
here. I have them with me today, and took them to the arsenal and 
convinced them that there was a mistake made, and they corrected it. 

That was in October That is when they refused to incorporate the 
changes which the arsenal drew up and put through the regular chan- 
nels, incorporate them in our contract, and that hasn’t been done today. 
Nothing was done on it until after my visit in January, and then even 
after my visit in January, the action offering to amend the contract 
to correct this situation didn’t reach me until just before I left home, 
and as I have pointed out, they say, “We will give it to you, but only 
if you agree to these things.’ 

It isa good thing I owe the Government money or I would be out 
fighting all by myself. I know that they would have canceled long 
before this. 

Senator Frreuson. isn’t that the opposite, that you claim they 
owe you money ¢ 

Mr. Vacr. Oh, they do. I have a much greater equity in this 
thing than they have. I am certainly hurt a lot worse than the Gov- 
ernment is. 

Senator Frercuson. If things ended just today, they would be out 
about $50,000, because they haven’t anything. 

Mr. Vacetm. I would be out $150,000. 

Senator Frercuson. Well, that is $200,000. 

Colonel Crow. I think that is a matter to be settled before the 
Contract Adjustment Board and not here, after the thing is com- 
pleted. 

Mr. Vacrm. We can’t complete it until they amend the contract, 
and they say they won’t amend it until we sign certain documents, 
and we have learned in sad experience already, as you have already 
pointed out, that we should not sign anything with the Government 
until all the t’s are crossed and all the i’s are dotted. 

We are just gun shy at signing anything any more, and they want 
us to sign a document waiving, I assume, in a court of law or before 
a hearing board, would simply make our argument fall flat on its 
face, because they would say, “Why did you agree to this if you felt 
you hadaclaim? You should have argued about it at that time.’ 
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That is exactly why I am here. I don’t think I can deal with an 
organization that has endless amounts of money to pay people to 
think up reasons why they don’t have to settle with the Vagim Ma- 
chine & Engineering Co. 

I am just a little guy out there, all by myself, and I have already 
lost my shirt on this thing, not because I figured my price too low 
or figured it wrong, but ‘because of this harassment and these del: Lys 
and this procrastination that has been going on here, some of it I 
“um sure on pure spite, rather than on the basis of any unwillingness 
or any inability on the part of anyone to do anything about it. 

I have certainly no fault to find with anybody at the Arsenal « 
anybody in the Pentagon. I think my problem is right out there w ith 
the San Francisco Ordnance Dristrict, and only with a few people in 
that district, certainly not with the military out there. 

Colonel Stark has only been there a short time. The man who pre- 
ceded him, Colonel Jepson, was a good man. He was sympathetic. 

The executive officer, Major Lawyer, who has been out there until 
just recently, he was sympathetic. He knew what our problems 
were. He made personal visits to Fresno in order to acquaint him- 
self with the things we are talking about here, went back up there 
and issued directions about what he wanted done, and still couldn’t 
get the thing done. 

We don’t know where it has been tied up, because we have no way of 
getting into the district’s records. But here is an example of exactly 
what I am talking about. 

[ have already pointed out to you we have never received the draw- 
ing on this mating part, so we went to the National Guard armory 
and borrowed a unit. 

Mr. Forsyrur. Did you request a drawing? 

Mr. Vaaim. We requested a drawing, and we still to this day have 
not received it. We actually have a letter in our files from ~ district 
saying they are not going to give it to us, we don’t need it, there is 
no purpose in it, 

Mr. ForsyrHe. Why is it necessary ¢ 

Mr. Vaarm. It is necessary in order for the resident inspector to 
know whether or not the parts will match up with the mating part. 
However, since the change has been made, that won’t be necessary, 
unless they make us use the old parts, the obsolete parts, which have 
now been declared obsolete by the arsenal. 

sut in order to obsolete those, they are going to have to pay us for 
junking this component and making them all over again according 
to the new dimensions. 

Senator Frreuson. Did it become obsolete while you were—— 

Mr. Vaeim. The arsenal declared them obsolete, but in order for 
us to recover the value of the obsolete material, they have to amend 
the contract to provide for them. Then we would have to make re- 
placement parts according to the new specifications. 

Now, this gage here represents the contour of this part, and I just 
want to show the Senators, if I may take a minute here, what I am 
talking about, so you can see exactly. 

This gage here reperesents the exact contour of the mating part, 
that body here. This is what they call the hinge assembly. This 
hinge here, this piece that goes into the body, the tube slips over it 
and it is welded at this point. 
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Now, the assembly drawing calls for a weld at that point. If you 
make it in accordance with the assembly drawing, it will look just 
like this sample right here. 

That is the way it should look if it is made in accordance with the 
assembly drawing that was in existence and the component part 
drawings that were in existence at the time our contract was made. 

Now, if we make them like that, here is what happens. It won’t 
go around that sharp corner. The legs have to fold together, as was 
the case with this, as you can see here, these legs have to fold together 
for carrying purposes. This whole assembly comes together, and it 
folds up so it will be a small package for carrying in the field. 

Now, in order to correct that, the arsenal issued engineering change 
orders and new drawings providing for a longer hinge, and this was 
done at our suggestion. We suggested it to them when I went back 
there is October. They made it longer so the weld will be way out 
here. 

Now, what happened on these other mounts—— 

Mr. Forsyrne. Wait a minute. How long did it take you to get 
that change? 

Mr. Vactm. I was there in October, and we received preliminary 
copies of the engineering change orders from the arsenal. 

Senator Fercuson. Now that is all solved? 

Mr. Vaerm. No, it is not. The contract has to be amended to permit 
us to use those changes. 

Senator GiLtetre. You say they issued a change order, the Rock 
Island Arsenal? 

Mr. Vacrm. The arsenal engineers issued the change orders. 

Senator Git.erre. Issued orders to whom? 

Mr. Vacim. That just corrects the drawings in the engineering 
branch. That is no order to anybody. 

Senator GittetTe. But you have no right to proceed under that 
change under your contract until it has been approved ? 

Mr. Vacrm. That is right. The negotiator at the district has to 
negotiate with us for the incorporation of that. 

Senator Gittetre. That has not been done? 

Mr. Vaciat. That has not been done. 

Senator Ferguson. The inspector couldn’t approve an article with 
a longer shank ? 

Mr. Vacim. He could take it, but the arsenal wouldn’t accept it. 
Before the inspector can accept any material from us, a pilot lot has 
to be accepted by the arsenal. We made the pilot lot in accordance 
with the drawings and the specifications, sent them to the arsenal, 
and they were refused. 

Senator Fercuson. Why ? 

Mr. Vacim. There is interference with the mating part. 

Senator Frereuson. You mean the way that had been specified 
‘iginally ? 

Mr. Vaaim. That’s right. 

Senator Fercuson. What about the new parts? 

Mr. Vaerm. There are no new parts. They won't let us make new 
parts. They have to amend the contract to authorize us to do that. 

If we use the old parts which are made in accordance with our con- 
tract, then the material we produce will be nothing but junk. It 
won't be usable. 
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Senator Frreuson. And you have been 2 years on this matter? 

Mr. Vacrm. Well, no, I wouldn't say this particular matter. This 
was discovered, this condition and this mistake, way back in July of 
1953. 

Senator Frrevson. You were supposed to have made them by 
March 31, 1952? 

Mr. Vacrm. Yes, but there were other problems, aside from this 
one. 

Senator Fercuson. I am talking about this one problem. 

Mr. Vaaim. We discovered this situation in July 1953, when we sent 
our first pilot lot back to the arsenal. 

Senator Frrevson. And from July 1953 until today you haven't 
vot this thing solved, about this longer shank ¢ 

Mr. Vaerm. That is right. Now, the old contraet—— 

Senator Frreuson. Now, just a minute. 

Have you gentlemen anything to say about that ? 

Mr. Nosie. I don’t know what to say about that, sir. I didn’t know 
anything about — 

Senator Frreuson. I don't expect the officer to, because he is liaison, 
to answer that question. 

Mr. Nosre. I think the problem could have been handled a lot 
differently a long time ago. 

Mr. Forsyrur. Mr. Noble, you are a small-business specialist and 
you made a statement a while ago that you thought it was Mr. Vagim’s 
fault. Are you saying it is all his fault, or is it a combination, or 
what ? 

Mr. Nosie. I think it is a combination. 

Mr. Forsyrue. You have read reports which we haven't seen yet. 

Mr. Nosir. That is right. 

Mr. Forsyrue. You think it is a combination ? 

Mr. Nosie. Well, the report goes on to say that he wouldn’t listen 
to some of the advice that was given him, and wanted to do things 
not according to the specifications, and so on, and I have no answer 
for that. 

Mr. 7 \Gim. Well, we certainly aren’t without fault. I dont think 
anyone is, but I would say that in every case where a change was 
ean ‘and could have been made, it wasn’t done as quickly as it 
should have been, and certainly we won't assume any fault or re 
sponsibility for that. 

Wherever we were at fault in anything, and we have our share of 
faults, we will admit them openly and be glad to, but cert: ainly these 
things I am talking about, we are not to blame for them. 

We did everything we could to correct the situation, and we called 
it to the + mesa attention and to the district engineer’s attention 
whenever they came up. 

And a lot of ides things were discovered within a matter of weeks 
after the contract was placed in our hands, but we couldn’t even get 
action out of the district. They wouldn’t even answer our letters for 
many months. 

It wasn’t until July or August 1952 before we got our CMP allot- 
ment and could start buying the materials. Some of the problems in 
connection with production didn’t develop until December and Jan- 
uary of 1953. 
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This thing is like a bad dream. It is almost impossible to account 
for the loss of time that took place. We certainly didn’t—we could 
have produced these parts a long time ago if we hadn’t run into these 
stalling tactics on decisions that had to be made before we could start 
changing the character of the metal from raw material into completed 
parts. 

If we went ahead and produced parts without getting a decision 
made first, then they would simply refuse them and turn them down, 
and we would be stuck. 

Senator Frrevson. Is there anything more that you think you 
ought. to tell us? 

Mr. Vacim. Well, there are other contracts which we had on which 
we had similar problems that are of the same nature as this, engineer- 
ing problems that could have been solved. 

Senator Fercuson. Have they been solved ? 

Mr. Vacim. They have been solved now, but it is a case of locking 
the barn door after the horse has been stolen. 

We have already suffered the damages and the arsenal has reflected 
the changes, as soon as they learned about them, into new drawings, 
into engineering change orders, the things that we discovered by re- 
search and development over a period of time here and passed along 
to the district, have now been put on paper, but it is too late to do us 
any good, 

We are already out all the time that has been lost. We can never 
recover that, and that time cost us money. 

Senator Frrevson. Is this the only contract that you have pending 
now ¢ 

Mr. Vacm. We have 3 contracts, 1 with Springfield Armory, on 
which deliveries are currently being made of these little hammer 
spring housings here. 

Senator Fereuson. Is that going all right / 

Mr. Vac. It is now: but when we first started, we had an awful 
time, and we h:ve still got some of the residue of that problem on our 
hands, which is something I am sure we can work out with the Army 
when they are acquainted with the facts and the difficulties that we 
had. 

Senator Frrcuson. Now, what is the other one? 

Mr. Vaaim. The other one is the contract on which we bid. We 
secured two invitations from Los Angeles. One invitation we secured 
in February 1952. 

That bid closed on February 27. It was for 800 mortar legs for 
a small mortar, and when we bid on that, I will frankly admit we 
did a little speculating. We thought we were getting to be expe- 
rienced bidders by that time, and we were in constant touch with the 
arsenal by telephone. 

We knew from them it was a continuing item which is something 
that has been confirmed by a letter I understand Mr. Forsythe got. 
They buy that item right along, and so we didn’t think we were taking 
too big a chance to do a little hedging in order to get the award on 
it. We figured our tooling costs, only a fraction of our tooling costs, 
against the job, and figured on recapturing that tooling cost on 
another job which we would get later on, and we also figured the unit 
cost on the basis of a larger volume of production, because we knew 
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it was going to take a certain amount of time to produce the tooling 
and get it underway, and we felt, on the basis of conclusions arrived 
at after discussing the thing with the procurement people at the 
arsenal, that we would unquestionably get another contract in time 
to produce it in conjunction with the first one. 

Well, our speculation proved to be no long shot, because in March, 
no, in April—— 

Mr. Forsyrue. Let’s go back a minute to get this straight. 

This first contract you bid on was for how many of what? 

Mr. Vacrm. It was for 800 mortar legs and the tooling necessary 
to produce them. It was for a total around $15,000 or $16,000. 

Mr. Forsyrie. 800 mortar legs and the tooling ? 

Mr. Vaaim. Yes. 

Mr. Forsyrur. You had to submit your estimate on the tooling 
separately / r 

Mr. Vacim. Well, what they did, they contacted us in March. The 
bid closed on February 27. 

On March 6 we got a letter from the arsenal and I also had talked 
to them on the telephone, asking us to send them a breakdown on the 
tooling, on the list of tooling, so they would know what they were 
going to get in exchange for the value that we had quoted. 

Now, our engineer was out of town at that particular time, so I 
took it on myself to go and get the files out and make up this list of 
tooling, and I overlooked a complete page of figures, and the result 
was that even though our invitation, the invitation had been filled out 
to show a tooling charge of $6,000, I sent the list back with a total 
of only $3,000 on it. We were still low bidder, even with a $6,000 low 
figure, and the contract was subsequently drawn up with that $3,000 
lower price for tooling than what the bid actually called for. 

Mr. Forsyrur. That was just on the tooling ? 

Mr. Vacim. This is just on the tooling; that’s right. 

Mr. Forsyrue. That was your mistake. That wasn’t Ordnance’s/ 

Mr. Vaatm. It was: but we were willing to let it ride. We didn’t 
worry too much about it even after we discovered it, even though we 
notified the arsenal that we had made the mistake. 

We weren’t too much worried about it, because we figured if we 
got another job, why, that wouldn't amount to much, one way or the 
other. It was something that we postponed to take up at the proper 
time, 

Mr. Forsyrur. How soon did you notify the arsenal of the mistake ? 

Mr. Vacrm. At the time I sent the letter of transmittal, that went 
with the tooling list, called their attention to the mistake, that I 
thought we had made the mistake the other way, that the tooling list 
was correct that I was sending in. 

It wasn’t until some time later that I discovered that that was 
wrong, and I think I notified them of that, too, and they told me at 
that time that I would have to take it up with the district because 
the contract had been assigned to them for administration, and the 
arsenal could no longer deal with it. 

Mr. Forsyrne. The Los Angeles district ? 

Mr. Vacmm. Well, it was San Francisco. At the time I wrote them 
we were already under San Francisco, because this was all done in 
April of 1952, when the transfer was taking place. 
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Now, in April we received another invitation. for 4,000 units of 
that same mortar leg, which confirmed what we had felt all along was 
going to happen. 

There was continuity on this, and that was the type of item we were 
trying to get into, continuity of procurement, and we would be able 
to use the same tools, so we were low bidder on that again. We were 
$65,000 under the second bidder on this job. 

But San Francisco had to make the preaward survey on this, and 
they turned us down, but they didn’t tell us they were turning us down, 
or why. They have disclosed why, here recently, I understand. 

Senator Frercuson. Why? 

Mr. Vaem. Well, they claimed we were delinquent on the first 
contract. 

Senator Frereuson. On this one? 

Mr. Vaerm. Well, on this tand other contracts, too. We were 
already delinquent, as I pointed out, when the contracts were assigned 
tothem. They were delinquent when we got them. 

And that we didn’t have financial ability to handle the contract, 
and that- 

Senator Durr. What was the amount of the contract? 

Mr. Vaca. It was for a total of, I think—I have got to look it up 
here. 

The first contract was for a total of $14,376 in round figures, and the 
invitation for bid on which we were low bidder here, the one that they 
didn’t give us was for a total of about $66,600 and some. 

Senator Durr. Is that the one you were $65,000 lower ? 

Mr. Vacim. That’s right. 

Mr. Forsyrue. Who got that contract ? 

Mr. Vaetm. The Food Machinery & Chemical Corp. 

Senator Ferguson. Something must be wrong when you were sixty- 
some thousand low. 

Mr. Vacim They had included the tooling in there. We already 
had the toolin’ against the first contract, and we had apportioned a 
penne of the cost on tooling on contract No. 1, and had hedged 

gainst getting the balance of it back against contract No. 2, but we 
never did receive contract No. 2, and by the time we found out they 
weren't going to give it to us, it had already been awarded to these 
other people. The district had gone ahead even though they said 
they would wait until we had a chance to work out the information 
they needed. They went ahead and made the award, and it was too 
late to get a subcontract on the job. 

By the time I called Food Machinery & Chemical Corp. in Florida 
and asked if we could do the work for them, they said it was too late. 
If they had heard from us earlier, they could have done some business 
with us, so as a result we didn’t even get a chance to subcontract. 

Senator Frrcuson. The record isn’t clear to me about the answer 
you gave as to the sixty-some thousand dollar low on the contract. 

Mr. Vacrm. That’s right. 

Senator Ferguson. How much was the contract ? 

Mr. Vacim. The contract was—— 

Senator Fereuson. How much did they let it for? 

Mr. Vacrm. I have got the total here. They let it—well, I just 
extended the figures at the time they gave me the unit cost, and I don’t 
have the total written down here, but just as an example, to compare 
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the unit cost, we bid a unit cost on one item here, item No. 2, of $8.90 
per unit, and Food Machinery bid $13.50 a unit. 

Senator Fereuson. Did they let it for $13.50? 

Mr. Vaarm. They let it at $13.50, but there was another contract— 
wait a minute. I beg your pardon. Their quotation, Food Ma- 
chinery Corp. quotation on it was $12.72 per unit. 

Senator Ferecuson. And yours was $8.90 ¢ 

Mr. Vaerm. That’s right. And there was another contractor that 
bid $17.90. He was No. 3. 

Senator Durr. The reason I asked you the question I did was that 
I understood you to say that one of the reasons that they decided not 
to give you the contract was lack of financial ability to carry it out. 

Mr. Vac. That’s right. That is the reason they refused to let 
us have it. 

Senator Durr. And the amount was comparatively small as com- 
pared to what you had been doing? 

ae Vacim. That’s right. It was well within our ability to handle 

, but they didn’t give us time to prove that to them. 

Ww e were new. That was our first visit; the first visit I made to the 
San Francisco Ordnance District was in connection with this con- 
tract, in order to give them the information they needed. 

They had already made a preaward survey, and while I received no 
official notification of the results of that survey, I know unofficially 
from the man who made the survey that he was satisfied with our 
physical ability to handle the thing. 

The financial services branch at the district didn’t feel we could 
handle it financially, so they suggested we go over and see the Small 
Business Administration in San Francisco, but they didn’t have their 
address and didn’t know where we should go, exactly, and we got side- 
tracked, got to the wrong place, and after a few weeks had gone by we 
were trying to find where we should go in trying to get the informa- 
tion that they wanted us to give them. 

They had already in the meantime notified the arsenal that they 
weren't going to approve us, and the arsenal had gone ahead on that 
basis and made the award to the next highest bidder. 

Mr. Forsyrue. This $12.72 quotation, do you know whether that 
included the tooling cost ? 

Mr. Vactm, Yes, that included the tooling cost. 

Mr. Forsyrne. How about your $8.90 figure? Did that include 
tooling cost ? 

Mr. Vactm. No, we already had the tools, you see. 

Senator Frereuson. So they wouldn’t have had to pay for retooling. 

Mr. Vactm. Well, it included a portion of the tooling cost only. 
It didn’t inciude all of it. As I already pointed out, we divided the 
tooling costs. 

Senator Frercuson. You split it ? 

Mr. Vaerm. That’s right. 

Senator Fercuson. Could you have manufactured this particular 
part at $8.90 total cost to the Government, and they let the contract 
at $12.72 to another contractor? 

Mr. Vac. Yes, definitely we could have. We wouldn’t have bid 
on it at that price if we couldn’t have made it at that figure. And on 
the other item, the larger item, which was the same as the one we 
were already making 
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Senator Fereuson. Don’t they watch so that they don’t let con- 
tracts to people who have to retool, when some contractor has already 
tooled and charged it to the Government ? 

Mr. Vacim. Well, 1 year later we already had the tooling produced, 
we had all the material procured, and we ran into, incidentally, just 
as many problems getting the material, getting the CMP forms, in 
getting the deviations necessary to buy material to take the place of 
that which ray specifications called for, because it was obsolete. No- 
body made it any more. 

A year later another bid came up for the same item, and this time 
we were only $2 below the other fellow. 

Senator Durr. You mean per item? 

Mr. Vacim. $2 per item below the other fellow, and he had all of 
his tooling costs included in his, and we didn’t have to figure any, 
because we already had the tools, and they awarded it to him on the 
ground that—— 

Senator Frercuson. Why? 

Mr. Vacim. Well, I guess their claim was that we were delinquent, 
that they can’t make awards to delinquent contractors. 

Senator Fercuson. But they haven't canceled for your delinquency. 

Mr. Vacmm. No, but shortly afterward, however, they did cancel. 
They declared us in default, and that is the position we are in now. 
We have got all the tooling, we have got all the material. 

Senator Frrcuson. How many contracts have you been declared 
in default on ¢ 

Mr. Vacim. Just that one. 

Senator Ferevson. Which one? 

Mr. Vacim. The contract DA-30-144-ORD-3409. 

Senator Fercuson. Why don’t you complete that contract? Is that 
the first one here th: . you have been talking about ? 

Mr. Vacim. No, it isn’t. It is one I haven't talked about. 

Senator Fercuson. Why didn’t you complete that one that you are 
in default on ? 

Mr. Vacim. Well, I don’t know. We can’t get them to buy the 
stuff after we complete it. 

Senator Frrcuson. Why not? 

Mr. Vacim. Well, we stuck our necks out on that one, and we are 
frank to admit—— 

Senator Fercuson. Are you wrong on that one? 

Mr. Vactm. Well, we are, if we didn’t get the award for the second 
contract or the third one, either 1 of the other 2, why, we wind up 
on the short end of the stick. We can’t come out whole on the thing. 

Senator Fercuson. All right, you took a gamble? 

Mr. Vacim. That’s right, we did. 

Senator Fereuson. And you lost. 

Mr. Vaerm. We did. 

Senator Fercuson. And you are not complaining about that? 

Mr. Vacim. Well, we are only complaining about the fact that we 
have still got material and tooling out there which we certainly can 
deliver to the Government. We can deliver the tooling. 

They contracted to buy the tooling separately. They can at least 
buy that from us, and if they have to ‘buy the item from somebody else 
again, they won't have to have the tooling made all over. 
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Senator Fercuson. Are they letting you have that? Have they al- 
ready paid for that tooling ¢ 

Mr. Vaarm. No, they have not. The »y have declared the contract in 
default, so under the terms of the contract I asked for a hearing before 
the Secretary. 

Senator Ferguson. Legally they have a right to do that! 

Mr. Vaerm. Yes, I think so. 

Senator Frercuson. You were in default. 

Mr. Vacim. I think they did have, there is no question about that. 

Mr. Forsyrue. Do you have any reason to think that if you had 
been down in the Los Angeles district administratively that you might 
have gotten contract No. | 2? 

Mr. Vacim. I am quite sure that I would have. I have never re- 
ceived an award from San Francisco. 1 was low bidder on some other 
items, too. That wasn’t the only one. I never did receive the award, 
and it wasn’t until a long time after we had been turned down a num- 
ber of times that I finally came to the conclusion there must be some- 
thing wrong, and on ¢ checking with them they told me it wouldn’t make 
any difference what you were low bidder on. “We won’t award it 
to you.” 

Senator Frrevuson. In other words, you can't get a contract out of 
San Francisco ¢ 

Mr. Vac. That is true. 

Mr. Forsyrne. You think there was a change in attitude between the 
Los Angeles District and San Francisco. You were treated differ- 
ently ¢ 

Mr. Vaaim. No question about it, because our troubles began the 
first day that the first man walked into our office. 

Mr. Forsyrue. Is it a matter of personality, do you think, or what? 
Mr. Vacrm. Well, I imagine it is that, but there must be other 
reasons, too. It couldn’t be just personalities. I know that in one 
case on a gaging problem that involved the hammer-spring housing 
here, that is for a part for an M-1 rifle, that the Government’s gages 
were incorrect, and improperly set up for performing inspection, and 
as a result, the part couldn’t be made to pass inspection even though 

they complied with the drawing requirements. 

Senator Durr. Did they comply in every detail ? 

Mr. Vaaim. In every detail as far as the parts were concerned. 
There is a long story behind that one, too, but the argument that de 
veloped in connection with that gaging caused so much friction up 
there. 

Senator Durr. Is there any other friction about. this, except—— 

Mr. Vac. Well, this is another case of where the arsenal recog- 
nized the problems. They couldn't make the part themselves, and so 
they decided to farm it out. 

We got the first contract to make them when the arsenal gave up 
the job because they couldn’t do it, but we weren’t able to go to them 
and work out our problems, because the San Francisco District got 
between us and the arsenal, and the problems didn’t arise and didn’t 
come up until after the transfer had taken place. Up to that time we 
were in the process of working out the details. 

Senator Durr. When they were finished they did not comply with 
their requirements; is that correct ? 
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Mr. Vacim. Oh, yes, they do. In fact, we are delivering on this 
contract right now. 

Senator Durr. Where was the argument as to the difference in 
drawings and what you made? 

Mr. Vacrm. Well, the difference came about through changes that 
took place in heat treatment. The tolerances of the drawings called 
for were not wide enough to take care of the changes that took place 
in the heat treatment. 

Senator Fereuson. Then did they vary their specifications ? 

Mr. Vacim. Well, at first they issued an amendment to the specifica- 
tions that provided that a contractor could change the heat-treating 
procedure to suit his convenience, if it would provide the end results 
that they wanted. 

Senator Fercuson. Did you do that? 

Mr. Vactm. We did that and then they subsequently declared the 
method that we were using as obsolete and prohibited the use of it 
because it was resulting in too much brittleness in the parts, and so 
then they came out with a heat-treatment procedure of their own 
which they just rec ently advised us we could use, and which resulted in 
dimensional changes in the parts even greater than before, even 
though it gets rid of the brittleness. 

Senator Fereuson. So now, according to their new plans and speci- 
fications, if you made the product it won't fit? 

Mr. Vac. Well, it can be made so it won't fit, but they didn’t dis- 
cover it until after we had already made a lot of mistakes. 

Senator Fercuson. Watch the question. Is it true now that if you 
make this according to their plans and specifications and heat treat it 
according to the plans and specifications, it will not fit? 

Mr. Vac. No, that is not true. It will fit if you have the know- 
how and know what to look for, but every new contractor that comes 
up is going to have to go through the same thing that we did and the 
same thing that five other contractors went through, and they have 
still some others that have not been able to make deliveries and com- 
plete their contracts. 

Mr. ForsyrHe. Did the arsenal ever tell you they had trouble with 
that ? 

Mr. Vac. Yes, they did, their engineer told us. 

Mr. Forsyrne. Which arsenal? 

Mr. Vacrm. Springfield Arsenal. 

Mr. Forsyrne. When did they tell you that? 

Mr. Vacim. When I was back there in September of 1953. 

Mr. Forsyrne. What did they say to you? 

Mr. Vacrm. The first thing the man said, when I introduced myself, 
“Where have you been? We expected you here a year ago.’ 

Mr. Forsyrue. Why ? 

Mr. Vacim. Well, “We knew you were going to have trouble with 
this part, and we figured you would be in to see us, so we could work 
out some of the problems. We were ready to make changes on this, 
but we were waiting for you to say so. 

He didn’t know what had been going on out there between us and 
the district. 

Mr. Forsyrne. Where does this part go? 

Mr. Vaca. It goes in the trigger assembly on an M-1 rifle. It 
carries the spring that activates the trigger mechanism. 
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Mr. Forsytue. You mean others have had trouble on it? 

Mr. Vacim. Everybody that made the part has had trouble, but 
we shared our knowledge and the things that we found with the 
district engineer. He was familiar. He came down to Fresno a num- 
ber of times and so did his chief, and we demonstrated to them just 
what we were talking about. 

They shared the information that we were giving them with others. 
They passed it along to the arsenal, but it was a lot less effective than 
would have been the case if I had delivered it in person. 

I was never told that I could go to the armory. The armory, they 
discouraged me from going there. They told me they wanted all con- 
tact with the armory to be channeled through them, through the in- 
spection branch at the district, so I had no way of sharing my prob- 
lems with them, and them sharing their knowledge with me. 

Mr. Forsyrur. Was anybody else delinquent on the contract ¢ 

Mr. Vaerm. Everybody that is making this part is delinquent ex- 
cept a fellow who is subcontracting for us right now, who had a con- 
tract of his own. 

Mr. Forsytue. Who are some of them ? 

Mr. Vaam. Well, one of them is the, oh, I will have to look in the 
files here. I didn’t bring those files with me. I will have to try to give 
them from memory. I have the exact names. 

Mr. Forsyrur. Can you supply the committee ? ® 

Mr. Vaatm. I would rather do it that way, if I might. 

Mr. Forsyrue, Are there any subcontractors who have ever made 
this part that h»ven’t had trouble ? 

Mr. Vaerm. Everyone who is making the part now shared in the 
benefits of the information that we de veloped and passed along to the 
arsenal. All of these other people are getting the indirect benefit of 
that, because 

Senator Frreuson. Can the product now be made? 

Mr. Vaerm. The product can now be made. 

Senator Ferevson. According to plans and specifications ? 

Mr. Vaerm. Yes, it could have been made in the beginning. In fact 
ne made a lot of them in accordance with the original specifications, 
but the shrinkage was enormous. 

Senator Fereuson. They didn’t work well? 

Mr. Vaarm. Yes, they worked. The ones that were being sorted out 
would work, but they still wouldn’t accept them because particularly 
they were not in compliance with the drawings and specifications. 

Senator Frreuson. I come back to: If you had made them in 
accordance with the plans and specifications 

Senator Durr. If you had followed in every detail all the draw- 
ings and specifications, would they fit? 

Mr. Vacim. Not if you literally interpreted them. There was a cer- 
tain amount of know-how and experience that had to be incorporated 
in the manufacture of them or you would 

Senator Durr. Were you supposed to have any know-how other 
than what the exact specifications indicate? 

Mr. Vac. I would, yes. 

Senator Fercuson. If you did follow them, it wouldn't work / 
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Mr. ForsyruHe. What about the tolerances? 

Mr. Vacim. Let me cite an example, and maybe we will clear this 
up. The first production of these is on a screw machine. You take 
blank stock, square bar stock, and you turn out a little tube with a 
square block on the end of it. Lf you make that tube in accordance 
with the maximum tolerance, diameter of the inside of the tube and 
use the optimum outside diameter in order to maintain the thickness 
of the wall of the tube on a screw machine, if you want it any bigger 
than that. _ would be making a dimension greater than the draw ing 
called for, but then if you went and took this part after it has been 
made that way, you knew what you were doing 


Senator Durr. That is stri ictly according to drawing you are talk- 
ing about ? 





Mr. Vacim. Yes. You made it according to the drawing, and you 
had enough know-how ahead of time so that you could stay right near 
the top of the tolerance you are allowed for the inside diameter of the 
tube and then took those parts and heat-treated them by the procedure 
the Government required in order to get the result that they wanted 
the part would shrink in the heat-treating process to a diameter 
smaller than the gage that the Government used to inspect it, with 
the result that the inspector can’t get his gage in the part, and as a 
result the parts won't pass. 

Senator Fereuson. But after all, when you are talking about fol- 
lowing plans and specifications, there is manufacturing skill. 

Mr. Vac. Right. 

Senator Fereuson. And know-how. Now, is that the Army’s fault 
or your fault! 

Mr. Vacrm. Well, in our case, I would say the fault was with the 
district and the resident inspector representing the district in not 
allowing us to call to the attention of the armory the problems that we 
had run into, in order to get them to help us resolve those problems. 
They subsequently did. 

Senator Frercuson. I am saying, if you had taken the plans and 
specifications and used the ordin: ary skill necessary to interpret and 
read plans and specifications and manufacture, if you had done that, 
it would have worked; is that correct ? 

Mr. Vacim. That’s right. 

Senator Frrauson. Then, why didn’t you do that ? 

Aren't you then to blame? 

Mr. Vacim. Well, I don’t know. I can’t answer that. I know 
this—— 

Senator Ferguson. Why do you have to go to the armory, when it 
takes a skill that you have? Why didn’t you make it that way? 

Mr. Vacim. Well, if you interpreted the specifications and the draw- 
ings literally, and down to fine points, your shrinkage on the parts 
was enormous. I mean, you would have only maybe 30 percent out 
of 100 percent. 

Senator Frerauson. Why didn’t you do what an ordinary skilled 
manufacturer would do? 

Mr. Vacim. Well, I think the best answer to that, Senator, is the 
fact that every other contractor who also had skill had trouble, in- 
cluding the International Harvester, who is a big contractor. They 
had a lot of guns rejected, because their parts, the components, were 
discovered to be out of line. 
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Mr. Forsyrne. Which components, the same ones ¢ 

Mr. Vacim. This same one. 

Mr. Forsyrue. When was that? When did International Harves- 

have this trouble ¢ 

Mr. Vacim. That is a story in itself. I have got to tell you how it 
came about. It was just an accident that it was discovered, and this 
is just secondhand information that I got through the district. 

When our shrinkage went way up, the parts that would not meet 
the requirements after heat treatment, which represented almost 60 
percent of the total, we took some of the parts that had been rejected, 
we went out to the National Guard armory and we borrowed 6 guns 
ind Lada guardsman come along and we replaced the hammer spring 
housings in those 6 guns with 6 of our own manufacture, those that 
iad been rejected, and rejected for the extreme reason. 

We took them out to the firing range, and we demonstrated to the 
district engineer that the parts would function properly and without 
any difficulty. Then, we took the parts that were in the guns, and we 
checked them on our gages, and we found that they were not in con 
formity with the drawings and the specifications, that apparently 
some deviations had been granted to someone who had made those 
prey iously. 

Mr. Forsyrue. You took those parts of guns that were in use ¢ 

Mr. Vacrm. That’s right. 

Mr. Forsyrue. That had already been accepted a long time before 
and previously were in use. You removed them, you checked them 
with the gages in your plant, and you found that the ones that were 
in the guns being used did not match up with the specifications. I< 
that what you are trying to tell us? 

Mr. Vacim. That's right. 

Senator Durr. There were deviations from the specifications upon 
which you had the drawings to make what your contract called for? 

Mr. Vacim. That’s right. 

Mr. Forsyrue. Well, what did they say about it? 

Mr. Vacim. Well, we were trying, of course, to prove that the parts 
that they had been rejecting, that. their inspection was too severe and 
that they were manufacturing problems that had apparently been 
overlooked at the time the drawings and specifications were made up. 

Senator Frrauson. Now, what gun was that on? 

Mr. Vacrm. That was on the M-1 rifle. 

Senator Fercuson. How long had they been making the M-1 rifle? 

Mr. Vacim. I don’t know. Many, many years. All during the 
last war they made millions of them. They are still manufacturing 
them. 

Senator Fercuson. Are they still having this trouble? 

Mr. Vaarm. No: they have changed the drawings and specifications 
iain, after they found out about these things, but we had to fight 
every inch of the way. 

Senator Frreuson. When did they make these changes? 

Mr. Vacim. Progressively, starting with March 1952, up to the 
present time. We received, 3 days ago, the latest revised drawings. 

Senator Durr. And they differ materially from the drawings 

Mr. Vacrm. No: they just increased these various tolerances on the 
Cimensions I have been telling you about, the change in the heat 
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treatment. There have been no basic changes in the design, the mate- 
rial, or the heat-treatment procedure—just in the tolerances. 

Senator Fercuson. This is an old rifle, the M-1, isn’t it? 

Mr. Vacim. Well, it may be an old rifle. They are still using it. 

Senator Frerauson. It has been manufactured for years and years. 

Mr. Vaerm. Oh, they have been making it for many years. 

Senator Fereuson. And they have still got this complication in the 
part? 

Mr. Vacrm. I think they have eliminated that now with the new 
drawing. 

Senator Ferevson. You mean in the last few days? 

Mr. Vaarm. Yes. 

Senator Frereuson. Mr. Noble, had you heard about that before? 

Mr. Noste. No, sir. 

Senator Frrcuson. I think we are probably violating the rules of 
the Senate. We will have to recess until 10 o’clock tomorrow morning. 

(Whereupon, at 12:05 p. m., a recess was taken until 10 a. m., 
Thursday, March 18, 1954.)# 








*March 18 meeting postponed pending further investigation Hearing resumed March 
19, 1954. 
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FRIDAY, MARCH 19, 1954 


SuBCOMMITTEE ON Minirary PROCUREMENT OF THE 
SeLect CoMMITTEE ON SMALL BusINgEss, 
Washington, O.&. 


The subcommittee met, pursuant to notice, at 10:15 a. m., in room 
157, Senate Office Building, Senator James H. Duff (presiding). 

Present: Senators Duff, Thye (chairman of the full committee), 
Ferguson, and Hunt. 

Also present: Robert A. Forsythe, chief counsel to the committee, 
and William D. Amis, professional staff member. 

Mr. Forsyrue. Mr. Bowers, will you come forward, please? 

Senator Durr. Will you be sworn? Do you solemnly swear that 
the evidence you shall give touching the matter now in hearing shall 
be the truth and nothing but the truth, so help you God? 

Mr. Bowers. Yes. 

Mr. Forsyrue. Will you be seated, Mr. Bowers, and you can ad- 
dress yourself to the committee and present your argument. 

Before you begin, Mr. Bowers, I would like to hs ind to the reporter 
the letter of May 11, 1953, addressed to the Corbitt Co. from Ordnance 
Tank Automotive Center, which is a request for quotation for 251 
truck chassis, 6 ton, 6 by 6 tread. 

(The letter referred to is as follows :) 

ORDNANCE TANK AUTOMOTIVE CENTER, 
Detroit 9, Mich., May 11, 1958. 
Re request for quotation for 251 each truck, chassis, 6 ton, 6 by 6 
The Corstrtr Co., 
Henderson, N. C. 
(Attention: Government sales representative. ) 

GENTLEMEN : You are invited to submit a price and delivery proposal in tripli- 
cate to this center at the earliest practicable date, but not later than the close of 
business June 9, 1953, for furnishing to the Government, f. o. b. common carrier, 
contractor's plant, a quantity of truck, chassis, 6-ton, 6 by 6, as set forth herein, 
and exhibit I, attached. 

Ordnance drawings are not currently available. However, the trucks are to 
be identical to the last production vehicles under contract Nos. DA-20—089 
ORD-6117 and 20-118-ORD-—9942, and shall include the latest approved engi- 
neering changes thereto. 

Prices submitted must be firm through July 1, 1953, and must include all 
charges for packaging, packing, and preparation for shipment as required; all 
charges for transportation to the f. o. b. point; and all Federal excise taxes. In 
addition, it is requested that the amount of Federal excise tax and all other 
applicable State or local taxes be set forth separately on the item description 
page. 
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The contemplated award will be made on an “all or none” basis. You are 
requested to indicate your willingness to accept the clause entitled “Price Rede- 
termination” (form IV), as set forth in Army Procurement Procedure 7-152 
providing for unlimited price revision downward. The resulting contract will 
also include as general provisions all applicable clauses required by law and 
appropriate Department of Defense regulations and directions, together with 

special clauses set forth in exhibit 1, attached hereto 

This letter is not to be construed as an obligation of Government funds, The 
Government will not reimburse you for any costs incident to the preparation of 
the proposal hereby requested. 

Since this procurement is of the utmost urgency and a contract must be con- 
cluded within the shortest possible time, your best proposal is solicited for sub- 
mission by June 9. 1953. Selection of the contractor to perform this work will 
be based upon proposals as submitted with the provision that the Government 
reserves the right to negotiate with any or all companies submitting a proposal 
regardless of the price submitted. 

Deliveries are required in accordance with the schedule set forth in exhibit 
I. You are requested to include in your proposal your best delivery, if not in con- 
formity with the requirements. 

Kach proposal must be accompanied by a completed unit-cost breakdown, in 
triplicate, substantially in accordance with inclosures hereto. Charges for spe- 
cial tooling required in the manufacture of these trucks and related equipment 
will be set forth separately in the unit-cost breakdown. It is requested that a 
supplemental list of such special tooling be attached to each copy of your 
proposal 

Should any additional information be desired in connection with this matter, 
it is requested that this center (attention ORDMC—PF-W ), be contacted as soon 
“as possible. 

It is desired that all inclosures be returned to this center at your earliest con- 
venience if your company does not wish to submit a price and delivery proposal 
at this time. 

Sincerely yours, 
W.M. TrAvis, Assistant 
(For the commanding general). 


TESTIMONY OF W. W. BOWERS, PRESIDENT, THE CORBITT C0., 
HENDERSON, N. C. 


Mr. Forsyrue. Mr. Bowers, you are president of the Corbitt Co. ? 

Mr. Bowers. I am. 

Mr. ForsyrHe. Where is that company located ? 

Mr. Bowers. Henderson, N. C. 

Mr. Forsyrur. And how many employees do you have? 

Mr. Bowers. At the present time nine. 

Mr. Forsyrne. At the present time nine. 

Mr. Bowers. We have had as high as 320 in the middle of the year. 

Mr. Forsyrur. You are an independent company, a small business ? 

Mr. Bowers. It is. 

Mr. Forsyrue. It is known as what, the Corbitt Co. ? 

Mr. Bowers. The Corbitt Co. division. 

Mr. Forsyrue. What do you manufacture ? 

Mr. Bowers. Trucks, truck tractors, and trailers; also special equip- 
ment for the Army. 

Mr. ForsytHe. Now, Mr. Bowers, I wonder if you could summarize 
your complaint before the committee and put it down in as few words 
as possible, and tell them just what happened on this particular 
contract. 

Mr. Bowers. I will be glad to. This invitation No. PQR-ORD- 
20—-113-538-207Q was received by us around May 14. It called for 251 
truck chassis, 6 ton, 6 by 6 tread. 
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Reference to the last paragraph on page 1 of this request indicates 
very strongly the utmost urgency of obtaining these vehicles although 
to our knowledge it had been in the hopper for 214 years before this 
invitation was put out. 

Mr. Forsytne. Would you read that paragraph ! 

Mr. Bowers (reading) : 

Since this procurement is of the utmost urgency and a contract must be 
concluded within the shortest possible time, your cht proposal is solicited for 
submission by June 9, 1953. Selection of the contractor to perform this work 
will be based upon proposals as submitted with the provision that the Govern- 
ment reserves the right to negotiate with any or all companies submitting a 
proposal regardless of the price submitted. 

Now, in view of that, within the short time which we had to pre 
pare our bid, we went to a great deal of trouble of contacting the 
components suppliers and, in fact, all suppliers, because only in that 
way could a quotation be built up from current prices. Prices had 
changed considerably since we worked on the last contract of similar 
vehicles. 

Mr. ForsyrHe. When was that contract / 

Mr. Bowers. That was the year before, in 1952. We built 93 
vehicles of a similar type. 

Mr. Forsyrue. Ninety-three. 

Mr. Bowers. That may vary in quantity. In my recollection, it was 
around 92 or 93. That contract number, however, was 20-118-ORD 
9942, and in paragraph 2 of the invitation, it is set forth that the 
Ordnance in awings are not currently available. 

However, the trucks are to be identic al to the last production velii 
cles under this contract and shall include the latest approved engl 
neering changes thereto. 

Now, we did have the drawings on account of having built those 
vehicles 1 year before, and I daresay we were about the only company 
that did have them, and to make those new would have taken con 
siderable time and cost considerable money to reengineer the job. 
We already had that. 

Now, the delivery schedule called for in this proposal, in view of the 
fact as they state here of no drawings being available, was exceed- 
ingly unrealistic. 

They asked for 51 in October, and note that this was submitted on 
June 9 and would undoubtedly would not have been awarded until 30 
days thereafter. Delivery schedule is 51 in October, 100 in November, 
and 100 in December. 

We found, upon contacting the component suppliers, that they could 
not supply the components, ‘the mi: jor components, in time to manu 
facture these trucks on that schedule. In fact, « ‘alling for identical 
vehicles to the last two orders, they oe d for Timken axles. Timken 
is the supplier I won't say most but a great many of the axles used by 
the Army, and that would be the a. eerrns of axles for this vehicle. 

They promised delivery starting in 150 days at the rate of 50 per 
month, so that was the basis of our ee to the Government, and 
no other manufacturer could do it any faster 

After preparing that proposal, I had our Washington representa- 
tive hand-carry it to OTAC on June 9. On the morning of June 19 
an officer from the POD called and told that he was coming down to 
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make a preaward survey, asked if I could give him my undivided at- 
tention so that he could get this back to Philadelphia by Monday 
morning. 

Mr. Forsyture. What do you refer to as POD? 

Mr. Bowers. Philadelphia Ordnance District. Because he had been 
instructed by his top man to get this back to Philadelphia Monday 
morning, due to its utmost urgency, he came down. I kept my crew 
on and we worked until 10 o’clock that night straight through to get 
that out. 

During the course of the afternoon OTAC Detroit called and asked 
if we could come up there Monday morning, bring my engineer with 
me to negotiate this contract, that they were anxious to get it awarded 
as quickly as possible. 

I told him I would do that too. 

We went up to Detroit by plane, took my engineer with me, and 
spent considerable of Monday in negotié iting and going over the var- 
ious engineering questions involved. We were given the impression 
when we left there, that everything was settled satisfactor ily and that 
we would hear from them in a few days, and with a letter telling us to 
go ahead and the contract would be completed at a later date, the 
detailed contract. 

Senator Durr. Did you get that letter ? 

Mr. Bowers. We did not receive that letter. 

Mr. Forsytne. Was that the impression you received, Mr. Bowers? 

Mr. Bowers. That was the impression we were given when we left 
there. 

Mr. Forsytur. Nobody told you directly though that you would 
definitely get the contract ? 

Mr. Bowers. No, they did not. 

Senator Hun. May I ask the witness, do you have the names of the 
particular parties that you talked to in Detroit ? 

Mr. Bowers. I can get those. 

Senator Hunt. I think it ought to be in the record. 

Mr. Bowers. May L ask my assistant to get them for me ? 

Senator Hunt. Yes. 

Mr. Bowers. Mr. Heffner was the one that conducted the hearing 
there and Mr. Brown, the chief engineer of the arsenal in Detroit— 
perhaps you all know him, I think he has since retired—was the 
engineer on their side, and the Vv had two more that I can’t give you the 
names of right now. 

Senator Hunt. What was the first gentleman’s name? 

Mr. Bowers. Heffner, H-e-f-f-n-e-r. He was the negotiating officer. 

Senator Hunt. You talked directly to him? 

Mr. Bowers. Yes. We had a round table meeting there at which 
there were four from Detroit and my engineer and myself. 

Senator Hunt. Now did you also say Mr. Brown? 

Mr. Bowers. Mr. Brown was the engineer for the Army. He was 
one of those four. 

Senator Hunt. He was one of the four? 

Mr. Bowers. Yes. 

Senator Hunt. Do you know his initials? 

Mr. Bowers. No. I could obtain them. 

Senator Hunr. Is he a civilian or officer ? 
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Mr. Bowers. He isacivilian. He has been there many, many years, 
quite well known, and I am confident that some Army officers in this 
room would even know Mr. Brown. 

We went back to Henderson and we had barely gotten there when I 
got a phone call from Detroit from Mr. Heffner saying that the pro- 
curement had been called off. 

Well, naturally I was quite astonished after having gone that far 
and to all that trouble and the preaward survey having ‘been made, and 
[ later found out that the inspectors had been set up in the field ord- 
nance district to take care of the contract, and that setup stayed in 
effect for at least a period of 30 days afterward, that everything 
was set. 

We knew we were the only ones that had the drawing, we knew we 
( one | produce it cheaper than anyone else with no cost for engineering 

‘ jigs or fixture or dies and so forth, which we already had made 
froma the previous contract, so that is why we felt so confident that. the 
business was in the bag. 

Well, I then of course called my representative in Washington. 

Senator Hunt. You didn’t state the reasons given to you for can- 
celing the contract. You said as soon as you got back to Henderson 
there was a phone call. 

Mr. Bowers. On Wednesday after that Monday of negotiations. 

Senator Hunt. For what reasons was the cancellation made? 

Mr. Bowers. They told me they did not know the reason, that the 
procurement had been canceled from Washington. 

Senator Hunt. Did they tell you who in Washington issued the 
order canceling procurement ? 

Mr. Bowers. They did not. 

Senator Hunt. It is going to be a little difficult to trace this down, 
if we don’t have names specifically. 

Mr. Bowers. I understand that is going to be the difficult end of it, 
but it is the end which I think should be realized. 

Senator Durr. That was 2 days after your trip to Detroit ? 

Mr. Bowers. That’s right; yes, sir. Now after receiving that phone 
call and not having been told why it had been canceled, I called our 
representative in Ww ashington who represents us in these matters, and 
who has the authority to investigate and find out what those reasons 
are, and asked him to find out why this procurement had been can- 
celed, and he obtained the information that because it had been desig- 
nated as offshore procurement. 

Now he also told me that he had information even before I got my 
phone call from Detroit, as a matter of fact before I went to Detroit, 
that there was some talk that it was to be obtained offshore. Now 
why we weren’t told that sooner, before we went to all this trouble, 
I do not know, but it is evident that some people knew that before 
it happened. 

Senator Durr. How much expense were you put to as the result 
of that invitation to bid? 

Mr. Bowers. Well, the expense, it is an intangible matter as far 
as actual dollars and cents spent on it. I would say $1,000 would 
cover that, but the time and effort spent in our office and with our 
executives and all in doing that and in neglecting other work which 
may have been remunerative is of course a very intangible thing. 
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Mr. Forsyrue. You have had discussion here in Washington with 
officials ? 

Mr. Bowers. Yes. 

Mr. Forsyrne. What did they give you as the reason for the 
cancellation ¢ 

Mr. Bowers. They likewise told us that that was offshore pro- 
curement. Now naturally we didn’t agree with them, and I wrote 
i letter to the Secretary of Defense who acknowledged it and set 
up the hearing in the Pentagon Building at which Assistant Secre- 
tary Thomas was the officer in charge. 

We laid this before him and exp lained to him the dire need of our 
company for business. We have been in business over 25 years. We 
have furnished the Army with trucks every since Wor id War I, when 
trucks were first used. 

During the last war we manufactured around $40 million worth 
of trucks for the Army. We extended our facilities to take care of 
business such as that, and we needed some additional business to 
go along with. 

[In our meeting with Mr. Thomas I told him we had not come there 
to criticize the Army Procurement, but that I wanted to explain to 
him our need for business, and it was my understanding that the 
policies of the Government were to set some business aside for small 
business, that I had even read to the extent that they were going 
to earmark it for small business, and I said, “Is my information 
correct ?” E 

Mr. Thomas told me that that was the policy of the Army. Well, 
| said, apparently that hasn’t been carried down to the procurement 
men because they don’t know it. Well, he himself at that time was 
surprised to know that that information hadn’t been passed on down 
to the channels, and he agreed at that time to see that it was. 

Well, I said, “Mr. Thomas, if you are going to see that some busi- 
ness is set aside for small business, we have no fear of obtaining some 
of it, and you have answered my question.” 

Now apparently that information didn’t reach the lower channels 
even just a few days ago, and yet this meeting with Mr. Thomas was 
back on May the llth. Wait, that’s wrong. My meeting with Mr. 
Thomas was on November the 12th, 1953. At that meeting there 
were several others present also. Now, if that policy is going to be 
followed, that is the relief we wanted at that time. 

Mr. Forsyrur. Do you know if these trucks have been purchased ? 

Mr. Bowers. These trucks have not been purchased, although some 
of the superstructure, in fact the superstructure for these trucks 
representing the cranes have been contracted for, and that contract 
is still in effect. 

Mr. Forsyrne. And in the May 11th letter that you received, they 
said it was an urgent item and time was of the essence ? 

Mr. Bowers. In the invitation it says: 

Since this procurement is of the utmost urgency and a contract must be 
concluded within the shortest possible time, your best proposal is solicited for 
submission by June 9. 

Senator Durr. What was the date for the final delivery under that 
proposed contract ¢ 
Mr. Bowers. Their required delivery date? 

Senator Durr. Yes. 
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Mr. Bowers. Fifty-one in October, 100 in November, and 100 in 
December. 

Senator Durr. And it is your opinion that none of them have been 
delivered as of this date, is that correct ? 

Mr. Bower. No; they haven’t even been purchased. 

Mr. Forsyrue. That is 1953 which you speak of ¢ 

Mr. Bowers. June the 9th, 1953. And this was immediately fol- 
lowing—ves, 1953 for the deliveries. 

Mr. Forsytue. It would be October, November, and December of 
1953. 

Mr. Bowers. 1953, that is correct. 

Mr. Forsyrne. Has that delivery date been changed ¢ 

Mr. Bowers. No, not from their standpoint. Our offering was, as 
I have stated before, though, on the same basis in which we and every- 
one else manufacturing it could receive the axles to build it with. 

Mr. Forsyrur. Do you have anything further on this case, Mr. 
Bowers ? 

Mr. Bowers. Excepting that I would like to make a recommenda- 
tion as to how it would help, how I feel it would help. 

Senator Durr. O. K. Put that in the record. 

Mr. Bowers. I feel that the policies as outlined to me by Assistant 
Secretary Thomas should be carried out by procurement, in which 
case, as they were outlined to me, I am sure they would give all small 
business some relief. 

We have been unable so far to find out where any particular busi- 
ness has been ener particularly in the heavy-truck line. The 
other angle of it is, our company having been a defense company 
under the defense program, and having a defense program or a sur- 
vey recently made, not a preaward survey, a survey made, we need 
business, and instead of letting us go by the board, which is definite ly 
what we are going to have to do, that this money the sy ropes spend- 
ing on offshore buying for such vehicles as this should be spent in 
this country to strengthen our defense and not weaken it. 

In the latter part of World War II we were 1 of 7 suppliers of the 
6-ton 6 by 6 prime mover. Toward the end of the war the Army had 
difficulty—I say the Army, I mean Philadelphia ordnance district, 
because that is where my information comes from—the vy had difficulty 
in getting the other manufacturers to bid on Ar my trucks because the 
larger companies wanted to get back into production on commercial 
trucks. They told us that, and we were one of the very few small 
( om anies who were willing to still continue to make the Army trucks 
for them until the last requirement. 

Mr. Forsyrue. I might add there, Mr. Bowers, for your informa 
tion, that we are going to have hearings later on in the month in which 
the representatives of the various branches of the milit: ary and De- 
fense Department are going to report on their program of setaside 
and so forth which is being carried on, and there are attempts to 
strengthen that program, and you might be interested in the testi- 
mony at that time. 

Mr. Bowers. I will be glad to hear that testimony. We are anxi- 
ous to have that done. 

Mr. Forsyrne. Thank you very much, Mr. Bowers. 

Next we call Mr. Fox and Mr. Richter. 


Senator Durr. Are both of you to be witnesses ¢ 
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Will you both be sworn ¢ 

Do each of you solemnly swear that the evidence you shall give 
touching the matter now in hearing shall be the truth, and the whole 
truth, so help you God? 

Mr. Ricurter. I do. 

Mr. Fox. I do 

Senator Frreuson. I understand (before it becomes part of the 
record), we will submit the evidence to the members of the committee 
and they may object to it or not. If they object, it will not be made 
part of the record, and we will have to take it over. 

Mr. Forsyrne. Mr. Fox, before you begin, I would like to submit 
to the reporter the following items: 

This is a report from the Assistant Secretary of Defense for Logis- 
tics and Supply, to the House Small Business Committee, dated Feb- 
ruary 6, 1954; Comptroller General’s opinion, dated November 23, 
1953; letters to the Comptroller General from the Wooldridge Manu- 
facturing Co., dated July 15, 1953; October 8, 1953; and letter from the 
Corps of Engineers to the Wooldridge Co. on this contract dated 
July 10, 1953. 

(The documents above referred to are as follows :) 


FEBRUARY 6, 1954. 
Mr. CARL E. DAVIs, 
Staff Director, Select Committee on Small Business, 
House of Representatives, Washington, D. C. 

DEAR Mk. Davis: Reference is made to your letter of November 30, 1953, in 
which your committee presented several questions regarding a contract award 
by the Chicago Procurement Office, Corps of Engineers, for tractors, scrapers, 
and spare parts avian out of IFV—-DA-—ENG-11-184-53-A-365 of April 30, 
1958. Under date of December 9, 1958, you were advised that the Departments 
of the Army and the Navy had been requested to investigate the facts surround- 
ing this award and that we would further inform you as soon as possible. 

The results of this investigation are reflected in the following comments to the 
questions raised in your letter. 

1. The Corps of Engineers accepted “multiple deviations to the bid after the 
hid had been opened” and did not apply such deviations to all bids. 

Comment.—lIt is true that the Army did waive certain deviations from the 
specifications. In this case the contracting officer considered that the deviations 
were minor and exercised the authority which permits him to waive minor devia- 
tions from the specifications for any particular bidder. The deviation relating 
to the acceptable loading distance for the tractor is discussed in detail below. 
The other deviations, e. g., the hour meter could not be read from the seat of 
the tractor, a fuel dip stick rather than a fuel gage was provided, were considered 
to be minor because it was believed that they would not materially affect the 
performance of the equipment. Determination of the question of whether or not 
a deviation is minor, and therefore permissible, is a question on which there may 
be honest and reasonable differences of opinion. In this case the contracting 
officer decided one way, but the Comptroller General in his review of the award 
ruled to the contrary 

2. The military accepted a product “which seems to be far removed from that 
called for in the specifications.” 

Comment.—The requisitioning agency i. e., the Bureau of Yards and Docks, De- 
partment of the Navy, advised the contracting officer that even though the 
Caterpillar Tractor Co. would not self-load a 15 cubic yard scraper in a distance 
of 125 feet, as stated in the specifications, but would require 215 feet, it con- 
sidered this matter tof distance secondary and that it would not object to so 
extending the loading distance if the contracting officer considered such modifica- 
tion to be in the hest interest of the Government. Inasmuch as the Caterpillar 
Tractor Co. was the low bidder, the contracting officer acted accordingly. 

3. The contractor was allowed to deliver in advance of the required shipping 
date and to receive a partial payment of some $200,000, even though a protest 
of the award had already been filed with both the Corps of Engineers and the 
General Accounting Office. 
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Comment.—While the contract did provide for completion of delivery of 
tractors by December 18, 1953, and scrapers by October 16, 1953, the contractor 
was permitted to deliver the scrapers as completed and in some instances this 
oceurred prior to October 16, 1953. The October 16 date was merely a date by 
which all of the scrapers were to be delivered; under normal Army practice, 
it was not intended to preclude earlier delivery. No tractors were delivered 
prior to issuance of the stop-work order to the contractor. Because the award 
had been made prior to the filing of the protest, the Army did not order the con- 
tractor to stop work because to have done so would have delayed the acquisition 
of the needed items, and if the protest had been rejected by the General Account- 
ing Office, any such delays would have been unnecessary. Moreover, had the 
Comptroller General rejected the protest and had a stop order caused damage or 
loss to the contractor, the Government would, under the terms of the contract, 
have been forced to bear such losses. The payment of $200,000 was made on 
the basis of completed items delivered and accepted in accordance with the terms 
of the contract. 

4. There was a delay of almost 2 months in the Engineers’ reply to the initial 
inquiry of the General Accounting Office. 

Comment.—The Comptroller General's letter, addressed to the Chief of Engt- 
neers, Was dated July 10; the reply of the Chief of Engineers, directed to G—-4, 
was dated September 16, 1953, the intervening period being approximately 2 
months. The Chief of Engineers has been admonished by G—4 for the delay 
in this case. 

5. Why did the technical people in the Bureau of Yards and Docks, Navy 
Department, permit the acceptance of these deviations when they were so at 
variance with the specifications? 

Comment.—The recommendation to permit an increase in the travel required 
of the scraper to develop a full load was based upon the fact such action would 
have no effect on the pay load moved per hour provided that the time element 
emained unchanged. No change in the time element was authorized inasmuch 
as any increase in this factor would have automatically reduced the volume of 
earth mover per hour. Other exceptions listed in the Caterpillar Tractor Co’s. 
hid were considered by the Bureau of Yards and Docks to be of a particularly 
minor nature which would not affect the operation of the equipment. 

6. The committee asked for information as to what further action will be taken 
on this procurement and suggested negotiations with the responsible bidders 
under this invitation to bid. 

Comment.—Pursuant to informal discussions with General Accounting Office 
representatives, the Department of the Army will compensate Caterpillar 
‘Tractor Co. for items completed or substantially completed, as of December 1, 
1953, the date on which G—4 directed the Corps of Engineers to effect a cancella- 
tion of the contract. Caterpillar will not be reimbursed for any other expendi- 
tures made by it under the contract, e. g., material on hand which is not in the 
form of substantially complete items. The Department of the Navy has in- 
formally advised the Army that it does not have an immediate requirement for 
tems which are not substantially completed. If and when the Navy should 
reinstate such requirement, an entirely new procurement would be required, 
since the funds used in the instant procurement could be obligated only during 
fiscal year 1958. Therefore, it would not be possible to act upon the committee’s 
suggestion. 

7. Some procedure should be devised to review future procurements before 
award so as to insure that no deviation will be permitted which will destroy the 
competitive nature of the invitation to bid. It is further suggested that this 
review be accomplished by some group other than the contracting office. * 

Comment.—lIt is believed that your recommendation is already being carried 
out in practice by the military departments. Procedures are now in effect which 
provide for the utilization of technical and specialized personnel outside the 
contracting office in considering technical problems involved in the specification 
and performance requirements of a proposed contract award. Certain cases of 
an exceedingly difficult nature are in turn referred to a higher level for review 
prior to finalization. The Army, for example, by G-—4 directives dated July 20, 
1953, and October 26, 1953, has established technical review boards in all its 
principal purchasing offices. These boards, which act in an advisory capacity 
to the contracting officer, review all proposed awards where there are or may be 
technical problems involving specifications or performance required to meet 
specifications. In addition to this review, actions which are determined to be 
difficult or complicated because, e. g., they may possibly involve substantial 
deviations from specifications, are required to be referred to higher authority 
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for review prior to award. These Army procedures provide additional safe- 
guards against awards which involve acceptance of major deviations from 
specifications. 

I trust that this information will be of assistance to your committee. 

Sincerely yours, 
C. S. THOMAS, 
Assistant Secretary of Defense (Supply and Logistics). 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, November 23, 1953. 
The honorable the SECRETARY OF THE ARMY. 


My Dear Mr. SECRETARY: Reference is made to a letter dated October 1, 1953, 
from the Assistant Secretary of the Army (Materiel), transmitting a report 
dated August 7, 1953, by the contracting officer, Chicago Procurement Office, 
relative to the protest of the Wooldridge Manufacturing Co. against the award 
of a contract to the Caterpillar Tractor Co. for furnishing tractors, scrapers, 
and spare parts. 

The delay in forwarding the contracting officer’s report of August 7, 1953, is 
not explained. In this type of case every effort should be made to forward 
administrative reports at the earliest possible date so as to minimize the con- 
sequences of possible cancellation of the contract in the event it should be 
determined that the award was improperly made. 

By invitation No. DA—~ENG-—11-184-53-—A-565, issued April 30, 1953, as sub- 
sequently modified by addenda 1 to 5, inclusive, the Chicago Procurement Office, 
Corps of Engineers, Department of the Army, advertised for bids for furnishing 
51 tractors, 34 scrapers, and certain spare parts, the tractors and scrapers to 
be in accordance with the Government’s specifications therefor. 

Paragraph 6 of the special terms and conditions provided that each bidder 
should furnish a statement giving a complete description of all points wherein 
the tractors he proposed to furnish did not comply with the specifications as well 
as any other exceptions, and that the submission of a bid without indication 
and complete explanation of any deviation or departure or any exceptions 
taken would constitute a warranty that the tractors offered were in strict 
accordance with the specifications. 

The bid submitted by Caterpillar listed exceptions as follows: 

“Caterpillar DW20 tractor is capable of developing 25,000 pounds DBP while 
traveling at 2.16 miles per hour. With a weight of 28,000 pounds on the drivers 
the required 20,025 pounds may be obtained if the coefficient of traction is 
considered as 0.73. 

“The DW20 will self-load a 15 cubic yard two-wheel towed type, cable op- 
erated scraper, with a minimum of 27,540 pounds of CL type material in 75 
seconds (coefficient of traction assumed to be 0.67). Because the low speed 
of this tractor is 2.16 miles per hour, the loading distance would be approxi- 
mately 215 feet. 

“Caterpillar DW20 is capable of pulling a 150,000 pound gross load, consisting 
of a loaded full low-bed trailer, up a 10 percent grade on a road that has a firm 
base and reasonably improved surface providing the coefficient of traction is 0.9. 

“Rear mounting face of tractor and cable control unit do not conform to 
SAE standards as the cable control provided with this unit is the type used with 
2-wheel towed scrapers rather than 4-wheel towed scrapers. Cable control unit 
will not perform with rippers without modification. 

“These machines will be equipped with standard Caterpillar ether starting 
aids. 

“A fuel dip stick is provided rather than a fuel gage as specified. 

“Hour meter cannot be read from seat of tractor. 

“Since the unit proposed is essentially a standard production model, no pro- 
duction test model will be supplied. 

“Standard Caterpillar Parts Catalogs and Instruction Books will be furnished 
which will he packed in a waterproof envelope and placed in toolbox. 

“Paint: Since we cannot guarantee that all mill scale will be removed during 
preparations for painting, these machines will be made ready for the application 
of the primer in accordance with our standard commercial practice. 

“Placement of subecontractor’s production schedule: As the items quoted are 
standard commercial items manufactured on an assembly-line basis and are 
only a small portion of our integrated production, we are unable to provide the 
information requested above. We will, however, make every effort to meet the 
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delivery dates quoted and will provide proper notification of any delay or im- 
provements in delivery.” 

Exceptions 7, 8, 9, and 10 also were listed as exceptions to the bid on the 
scrapers. Notwithstanding these exceptions the contract was awarded to 
Caterpillar. It embodies exceptions 1 to 7 and 9 and 10, As exception No. 11 
was not carried into the contract it is assumed that it was waived. Also, excep- 
tion No. 8 in both instances was withdrawn by the contractor prior to the award. 

In the contracting officer's report it is stated that the contract was awarded to 
Caterpillar on the basis of a report by the requisitioning agency, the Bureau of 
Yards and Docks, that there would not be any objection to extending the loading 
distance of the tractor to 225 feet and a determination by the contracting officer 
that the remaining exceptions were of a minor nature. The contracting officer 
cited as authority for the award of the contract to Caterpillar a decision of this 
oftice of November 3, 1936 (16 Comp. Gen. 464). 

The particular portion of the cited decision to which reference is specifically 
made by the contracting officer reads as follows: 

“* * * where minimum specifications are used, a reasonable deficiency does 
not jutify rejection of an otherwise acceptable low bid, in the absence of facts 
showing that such minimum specifications reflect a particular need of the Govy- 
ernment in a given instance, * * *” : 

The decision does state the proposition, however, that minimum specifications 
should not generally be used, but rather specifications should indicate approxi- 
mate characteristics—as distinguished from absolute minimums—so as to leave 
bidders free to offer different grades of equipment and leave the Government free 
to accept equipment varying in reasonable measure from the advertised specifica- 
tions without ground for protest from other bidders. 

Moreover, this office has held in numerous decisions that the contract offered to 
the successful bidder must be the contract which was submitted to competition. 
(13 Compt. Gen. 169; 17 id. 554; id. 864; 19 id. 450; 30 id. 179.) Attention 
is invited to 8 Comptroller General 299, 300, wherein there was quoted an extract 
from an opinion of the Attorney General dated October 13, 1928, to the effect 
that no administrative office has power to grant a bidder any term materially 
advantageous to him which was not announced in the advertisement for bids and 
that “the contract entered into must be the contract offered * * * by advertise 
ment.” 

There is no question but that a contracting officer has authority to waive minor 
deviations from the specifications. (See B-91240, June 7, 1950.) While the ques- 
tion as to what constitutes a minor deviation is essentially one of fact, it is 
equally clear that where the deviation affects the price or the quality of the prod- 
uct to any material extent, it may not properly be regarded as one which may be 
waived. Such determinations often require technical know-how and experience, 
and this office is inclined to accept administrative findings if reasonably sup 
ported by the record. 

However, the action of the contracting officer in this case in treating certain ex 
ceptions in Caterpillar’s bid as minor has been seriously challenged by an un- 
successful bidder, Wooldridge Manufacturing Co. It is contended that the devia- 
tions were of major significance and that the contract award was prejudicial to 
the interest of both the Government and other bidders. Particular reference has 
been made to the requirement in the specifications that the maximum loading 
distance of the tractor be not more than 125 feet. The loading distance of the 
tractor covered by the contract is approximately 215 feet. The contracting of 
ficer attempts to justify the waiving of this deviation on the grounds that the 
requisitioning agency (the Navy Bureau of Yards and Docks) when consulted, 
indieated that a loading distance of 125 feet did not reflect a particular need of 
the Government and that a loading distance up to 225 feet would be acceptable 

This one item of the excentions in Caterpillar’s bid is typical of the way in 
which administrative officials have, in many instances, created confusion and 
difficulty in connection with the procurement of supplies. If the agency did 
not need a tractor with a loading distance of 125 feet, the requirement should 
not have been contained in the specifications. (Cf. B—-116131, September 16, 1953. ) 
Appearing in the description as an absolute minimum, with no indication that 
a tractor of lesser capability would be acceptable, such a requirement Cconsti- 
tuted an unnecessarily restrictive element of the description, which could tend 
only to narrow competition and increase the cost of the equipment to the 
Government. (Cf. 21 Comp. Gen. 1152; 32 Comp. Gen. 384.) 

Moreover, the record indicates that, aside from its failure to meet the loading- 
distance requirement, the tractor offered by Caterpillar was not the tractor 
described in the invitation in view of other differences which should not properly 
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have been classified as minor. Hence, it must be concluded that the contracting 
officer exceeded his authority in accepting the Caterpillar bid with the excep- 
tions stipulated. Under the circumstances, this office has no alternative but 
to hold the award illegal and direct that appropriate steps be taken to cancel 
the contract. It is, of course, regrettable that such action is necessary at this 
stage of the contract performance, but time does not cure an illegal award. 
Sincerely yours, 
LInDSAy C. WARREN, 
Comptroller General of the United States. 


WooLpDRIpDGE MANUFACTURING Co., 
Sunnyvale, Calif., July 15, 19538. 
COMPTROLLER GENERAL 
General Accounting Office, 
Washington, D. C. 

Dear Str: This communication is intended to supplement our letter to you 
dated July 3, 1953, concerning Chicago Procurement Office, Corps of Engineers, 
bid invitation DA-ENG-—11-184—-53-—A-—565 of April 30, 1953. 

We have now been informally advised that the Bureau of Yards and Docks, 
Navy Department, Washington, D. C., recommended that the award of this 
contract be made to the Wooldridge Manufacturing Co. less the item classified 
in our bid as “ballast.” In view of this condition we strongly urge that your 
office determine from the Chicago Procurement Office whether the Bureau of 
Yards and Docks was consulted, and if so, what their recommendations to the 
Chicago Procurement Office were. 

At the time we were in the process of preparing our bid we made several long- 
distance telephone calls to the Chicago Procurement Office for clarification of 
certain bid conditions. In these conversations we were advised to place a sepa 
rate bid price for the ballast and to make no exceptions to the conditions if we 
believed our product would qualify. Our bid was made without exception, but 
with a price stated for ballast. We are now informed that we did take excep- 
tions to the bid. In this regard we quote from bid invitation transmittal letter 
of May 21, 1953. 

‘Please note that we have inserted item 1—A detailing ballast. Ballast must 
be bid as a separate item because in order to meet drawbar requirements on the 
tractors which will not be equipped with scrapers, there is not sufficient down 
pressure on the driving wheels. This company has bid the ballast at a unit 
price since we are unable to evaluate the number of units that would require 
ballasting. These models bid will comply with all specifications as detailed in 
this subject invitation. We take no exception nor make any deviation to these 
specifications, All other items and conditions as stipulated will be complied 
with.” 


Caterpillar’s bid prices were as follows: 
51 tractors indnebies 
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The Chicago Procurement Office alleges Wooldridge took exception to the bid, 
and allege the Wooldridge exception to be ballast. The ballast, in our opinion, 
cannot possibly be regarded as an exception since it is only the addition of a 
component essential to meet all the conditions of the bid and thus eliminate our 
need for taking any exceptions. 

Had the Chicago Procurement Office waived the condition in the invitation 
that made it necessary for us to add this component to meet all conditions as 
we have, without exception, we could then have eliminated the item of ballast 
from our bid. It was only that we desired to make no exceptions to the bid that 
from our bid. t was only that we desired to make no exceptions to the bid that 
we included the item. Had we eliminated the item and taken an exception to 
the bid, our price would have been less by the cost of the ballast. The Wooldridge 
price of $1,282,820 therefore was the low bid when omitting the ballast, and when 
including the ballast and without having taken exception the Wooldridge price 
of $1,357,790 was still the low bid since it was the only bid which met all the 
conditions of the invitation without exception. 

As earlier stated, we have been informally advised that the Bureau of Yards 
and Docks, Navy Department, Washington, D. C., had recommended that the 
award be made to Wooldridge at our bid price for 51 tractors and 34 scrapers at 
a total cost to the Government of $1,252,820, allowing for the cash discount. This 
sum Was approximately $12,100 less than the Caterpillar bid. 

Paragraph 38 of page 3 of the bid invitation states, “The tractor with related 
attachments, shall be capable of self-loading a 12-cubic-yard struck capacity, 
two-wheel towed type, cable-operated scraper, with a minimum of 27,540 pounds 
of CL type material in a distance of not more than 125 feet and a time of not 
more than 75 seconds.” 

We are reliably informed that although the bid called for the above quoted 
conditions, the Chicago Procurement Office in making the award took the posi- 
tion that the distance traveled was not important so long as the weight require- 
ment was met within the time requirement. Caterpillar required 215 feet of 
travel against 125 feet stated in the bid invitation. 

The Research and Development Division, Office Chief of Engineers, Washing 
ton, D. C., advises that both the distance and the time are of equal importance 
This they advise was developed over a 414-year test period. They further advise 
that had these conditions not been considered of great importance they would not 
have been written in such detail in the bid invitation. They further advised that 
had they been consulted regarding this matter, they would not have waived the 
conditions and consequently could not have accepted Caterpillar’s 215-feet-travel 
requirement. 

The Bureau of Yards and Docks, Navy Department, Washington, D. C., also 
advise that they have not been consulted regarding this modification to the bid 
invitation. The Chicago Procurement Office, upon our request, refused to place 
a “discontinuance in the performance of this contract order” upon Caterpillar on 
the grounds they have no basis. We state the following to be sufficient and just 
cause for such action to be taken by the Chicago Procurement Office: 

(1) Immediate delivery was not a factor since Caterpillar bid a long delivery 
date, namely; 45 days after 4 months. Wooldridge quoted delivery 245 days 
from date of award. Both of these delivery dates we understand were acceptable 
to the Navy Department. 

(2) It required from May 20, 1953, to. July 1, 1953, to effect the award. If 
time was of the essence it appears the award could have been made earlier. 

(3) Conditions of the bid were changed at the last moment prior to the end 
of the Government’s fiscal year to conform to the conditions of the Caterpillar 
bid. Other bidders were not consulted on this nor were they given an equal 
opportunity with Caterpillar to reconsider or to change their bids. 

The above conditions do present what we term to be a clear case of discrimi 
nation and as such should be sufficient cause for the Chicago Procurement Office 
to effect a work stoppage and we again strongly urge such action be taken. 

Respectfully submitted. 

Hueco F. Fox, Treasurer. 
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WoOoLpDRIDGE MANUFACTURING Co., 
Sunnyvale, Calif, October 8, 1953. 
COMPTROLLER GENERAL, 
General Accounting Office, 
Washington, D. C. 

GENTLEMEN: The following facts should be taken into consideration in ren- 
dering a decision in the Wooldridge Manufacturing Co. protest of award on 
formal invitation DA—ENG-—11-184-53A-565 : 

I. Wooldridge was the only bidder who took no exceptions to the specifications. 
Paragraph 3 of the covering letter of Wooldridge’s bid states, “The models bid 
will comply with all specifications as detailed in this subject invitation. We 
take no exceptions nor make any deviations to these specifications. All other 
terms and conditions as stipulated will be complied with.” 

However, the Chicago Procurement Office considered as an exception the of- 
fering of ballast in order to meet the drawbar pounds pull requirement. If that 
is an exception 

(1) It is the only exception by Wooldridge. 

(2) Caterpillar took exception to the same requirement. 

(3) It is a minor deviation from specifications as per Chicago Procurement 
Office’s letter of July 10 to Wooldridge Manufacturing Co. 

Il. Caterpillar took several exceptions including deviations of major impor- 
tance. Some of these exceptions are— 

(1) The Caterpillar DW 20 tractor is capable of developing 25,000 pounds 
drawbar pull while traveling at 2.16 miles per hour. With a weight of 28,000 
pounds on the drivers required, 20,025 pounds may be obtained if the coefficient 
of traction is considered 0.73. 

Comment: This is considered in paragraph I above. 

(2) The DW 20 will self-load at 15-cubic yards 2-wheel towed-type cable- 
operated scraper with a minimum of 27,540 pounds of CL type material in 75 
seconds (coefficient of traction assumed to be 0.67). Because the low speed of 
this tractor is 2.16 miles per hour, the loading distance would be approximately 
215 feet. 

Comment: This is the very heart of the specification as contained in the invita- 
tion to bid because it defines, performancewise, the type, size, and capacity of 
productivity of the tractor which is being sought by the United States Navy. If 
Caterpillar cannot meet the full requirements of this paragraph, then they are 
bidding a machine not fully capable of handling the work required. A deviation 
of over 80 percent in the travel distance required for loading is certainly a major 
exception. Wooldridge could have bid a smaller and less expensive tractor which 
would have matched the performance of the Caterpillar DW 20 as bid. 

3. Caterpillar DW 20 is capable of pulling 150,000 pounds gross load, consisting 
of a loaded full-bed trailer, up a 10 percent grade on a road that has a firm base 
and a reasonable improved surface providing the coefficient of traction is 0.9. 

Comment: The assumption of a 0.9 coefficient of traction for this type of opera- 
tion is entirely unreasonable and is devoid of sound engineering principle. The 
inability to meet this requirement also points out the fact that Caterpillar offered 
a machine with less capability than advertised for. 

4. Since the unit proposed is essentially a standard production model, no pro- 
duction test model will be supplied. 

Comment: The standard production DW 20 weighs 24,000 pounds according to 
Caterpillar’s own specifications. The DW 20 bid in this instance weighs 39,700 
pounds, an increase of approximately 63 percent in weight. Caterpillar’s bid 
does not indicate that there have been proportionate changes in engine power 
and gearing to compensate for this additional weight and therefore it is entirely 
reasonable to insist that the tractor meet the test requirement of the 
specifications. 

5. The total static weight of the tractor with attachments, added weights to 
include hydroinflation of rear driving tires, will be approximately 39,700 pounds. 

Comment: Hydroinflation of rear driving tires is simply a method of ballast- 
ing. Ballast is considered under paragraph I above. 

Ill. The Wooldridge bid was the low responsive bid. 

1. Wooldridge bid ballast as a completely separate item to be procured or not 
procured at the election of the contracting officer as ballast is not needed when 
the tractors are handling scrapers, and scraper operation is the primary function 
of the tractors. 

2. When Chicago considered specifications of the bids, they ruled out ballast 
and considered drawbar pounds pull an exception. 
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3. When Chicago considered prices of the bids, they reversed themselves and 
included the price for ballast. 

4. It is only proper and fair that ballast should have been either included or 
excluded in both cases and should not have been included in one instance and 
excluded in the other. 

5. Had ballast been included in both cases, the award should have gone to 
Wooldridge as the only bidder meeting specifications. 

6. Had ballast been excluded in both eases, the award should have gone to 
Wooldridge on the basis of low bidder and most responsive bidder. The total 
Caterpiller price, $1,294,919.92 ; the total Wooldridge price, $1,282,820, a savings 
to the Government of $12,099.92, plus a higher capacity machine. 

IV. The Chicago Procurement Office in awarding Caterpiller a contract, un- 
justifiably, waived several conditions of the specifications and bought smaller 
machines than were advertised for and when tractors meeting specifications 
were and are available. 

1. These waivers of specifications were not offered to Wooldridge nor was 
Wooldridge advised that any waivers of specifications would be made. 

2. Chicago made waivers of nine exceptions in favor of Caterpiller, including 
exceptions to the most important performance requirements of the entire speci- 
fications. Major deviations of the advertised specifications were not made known 
equally to all bidders. 

3. Had the same specifications available te Caterpiller been available to Wool- 
drige they could have bid a tractor of less capacity (Comparable to the Cater- 
piller DW 20), at less cost to the Government. 

1. Wooldridge Manufacturing Co. honestly bid to meet all advertised specifi- 
cations, Changes in specifications which make less capable performance accept- 
able enable lower cost of manufacture and should be offered equally to all 
manufacturers bidding. Had the contracting officer used good judgment, he 
could have procured tractors and scrapers in this instance at a lower cost to the 
Government which would at the same time have more performance capabilities 
than the ones actually being purchased. 

Yours very truly, 


Wasnington Representatives 


WooLpRIDGE MANUFACTURING Co., 
Sunnyvale, Calif., July 3, 19538 


COMMANDING OFFICER, CHICAGO PROCUREMENT OFFICE, 
Corps of Engineers, Chicago 6, Ill. 

GENTLEMEN : This will confirm our telegraphic communication of Friday, July 
3, reading as follows: 

“Reur bid invitation DA-ENG-—11-184-53A-565 of April 30, 1953, for 51 units, 
tractor wheel type, pneumatic tires, 4 by 2 wheel-drive diesel engine driven 
Please be informed that we hereby formally protest the award of this contract 
and that within 15 days you will receive in full detail our cause for this action. 
In the meantime we strongly urge and recommend that the contractor to whom 
this award has been made be notified not to proceed with the prosecution thereof. 
Kindly wire collect receipt of this communication.” 

As a cause for our action we allege: 

(a) That prior to May 20, 1953, in compliance with your requirements for 
bidders, we tendered our formal bid against your bid invitation DA-BENG-—-11- 
184-53A-565 including addendums. 

(b) That we submitted to you our bid in full compliance with all of the bid 
specifications and that we took no exceptions to any of the conditions therein 
contained. 

(c) That we submitted to you a bid price of $19,000 each, f. 0. b. Sunnyvale, 
Calif., for 51 tractors, size 4 by 2, wheel-drive diesel engine driven with pneumatic 
tires, less a cash discount of 2 percent; 

That we submitted to you a bid price of $10,000 each, f. o. b. Sunnyvale, Calif., 
for 34 scrapers as described in addendum 2 to said bid invitation, less a cash 
discount of 2 percent ; 

That we submitted to you a bid price of $1,500 each, f. o. b. Sunnyvale, Calif., 
less a cash discount of 2 percent for the necessary ballast required only for those 
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units so equipped as to meet the requirements of paragraph 4 of page 3 of the 
invitation. This ballast was not required in our unit to meet the conditions 
outlined for tractors equipped with scrapers of which there are 34 units. 

(d) That our total bid price for 34 tractors with scrapers attached and meet- 
ing the requirements of the bid specifications was therefore $29,000, each f. o. b. 
Sunnyvale, Calif., less a cash discount of 2 percent or a net price of $28,420 per 
tractor and scraper assembly. 

(e) That our total bid price for 17 tractor units with ballast attached and 
meeting the requirements of the bid specifications was therefore $20,500 each, 
f. o. b. Sunnyvale, Calif., less a cash discount of 2 percent or a net price of 
$20,090 per tractor and ballast assembly. 

(f) That we have been duly informed that our bid has been properly received, 
that no exceptions have been taken to any of the specifications contained therein. 

(g) That we have been duly informed that all other competitive bidders did 
take exceptions to some of the specifications covering the invitation in question. 

(h) That we have been duly informed that the prices stipulated in our bid 
are no greater than those submitted by other bidders for the same invitation. 

(i) That we have been duly informed that having complied with the speciifi- 
cations, that having submitted a bid no less favorable than other bidders, the bid 
invitation has been so modified and amended as to permit other bid offers to 
come within the scope of the specifications and that these conditions did occur 
without all bidders being informed of such modifications and that these modifi- 
cations were made after the bids had been opened, and that because of these 
conditions an award was made to a bidder who originally did not comply with 
the specifications, nor one who submitted a low bid offer. 

(j) That had these modifications to the specifications been made known to 
us prior to the presentation of our bid offer and the opening of sealed bids we 
would have been in a position to submit a lower bid price. 

As a basis for requesting the action as contained in our telegram; namely, 
“In the meantime we strongly urge and recommend that the contractor to whom 
this award has been made be notified not to proceed with the prosecution 
thereof,” we submit the following: 

(1) That a satisfactory and full report be made available setting forth that 
the allegations herein contained do not fairly accurately represent the facts. 

(2) That provided the facts herein contained do fairly accurately present the 
facts, we then state that a discrimination has occurred and does exist of an 
unwarranted nature. 

(3) That provided the conditions outlined under items 1 and 2 above are fairly 
accurately stated that full and complete reconsideration be given the matter of 
the award and that the award be made consistent with the policies which nor- 
mally obtain on sealed bid offers. 

Respectfully submitted. 
Hueco F, Fox, Treasurer. 





Corps OF ENGINEERS, UNITED STATES ARMY, 
CHICAGO PROCUREMENT OFFICE, 
Chicago 6, IU., July 10, 1953. 
WOOLDRIDGE MANUFACTURING CO., 
Sunnyvale, Calif. 
(Attention of Mr. Hugo F. Fox.) 

GENTLEMEN : Reference is made to your letter dated July 3, 1953, covering invi 
tation and bid No. DA-ENG-—11-184—53-—A-565 for 51 tractors, wheel-type, diesei- 
engine driven, pneumatic tires, 4 by 2 wheel drive, 20,025 to 27,000 pounds draw- 
bar pull and 34 scraper, towed type, 2 wheel, pneumatic tires, open bowl, cable 
operated, 15 cubic yard struck capacity on requisition BUDOCKS AE 195-53. 

Comments on the matters you raise are contained in the following paragraphs 
which are lettered to correspond to the paragraphs of your letter: 

(a) The bid as submitted by your firm was submitted within the required time 
as called for under this invitation. 

(b) The bid as submitted by your firm and the bid submitted by the firm to 
whom award was made under this invitation were not in full accord with this 
invitation in that exceptions were taken by both the latter firm and your firm to 
certain of the specification requirements, which exceptions were considered by 
this office as minor deviations. For example: 

(1) The tractor offered did not provide the specified drawbar pull without 
ballast. Specifications required that the “bare tractor shall develop not less than 
20,025 pounds horizdntal pull * * *.” 
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(2) The bid as submitted by your firm, together with enclosures (specifica- 
tions covering unit offered), stated: “Road speeds: miles per hour at 1,800 
revolutions per minute with 21 by 25 tires: first gear 2.75, second gear 5.84 etc.” 

(c) The bid price as submitted by your firm for the tractor was $19,000 plus 
$1.500 for ballast required to meet the requirement for drawbar pull of 20,025 
pounds. Therefore, the total of your bid price for the tractor was $20,500 each 
less 2 percent discount. The bidder to whom award was made submitted a price 
of $19,105.34 for the tractor with the ballast to meet the requirement for drawbar 
pull of 20,025 pounds. Discount offered was $100 per unit. 

(d) and (e). The total of the bid as submitted by your firm for the 51 tractors 
and the 34 scrapers was $1,045,500 for the tractors and $340,000 for the scrapers, 
totaling $1,385,500 less 2 percent discount, or a net total of $1,357,790. The net 
total for the 51 tractors and the 34 scrapers as bid by the concern to whom award 
was made was $1,294,919.92. 

(f) See (a) and (b), above. 

(g) Four bids were received. Exceptions as taken by two of the bidders were 
of such a nature as to constitute major exceptions to the specification require- 
ments, and therefore, these two bids were nonresponsive and not considered for 
award. The low responsive bidder and your firm each took minor exceptions to 
the specifications ; these two bids were therefore responsive. 

(h) See (c) and (d), above. 

(i) and (j). The terms of the invitation to bid, including the specification 
requirements therein set forth, were not amended subsequent to the date of 
opening of bids. 

Both the bid as submitted by your firm and the bid as submitted by the low 
responsive bidder to whom award was made were carefully and impartially 
considered. 

The award under this invitation was made in accordance with the existing 
applicable statutes and administrative instructions governing procurement under 
formal advertising. 

It is trusted that the foregoing fully answers your questions concerning this 
award. 

Very truly yours, 
CARL M, Sorete, 
Colonel, Corps of Engineers, 
Chief, Chicago Procurement Office. 


TESTIMONY OF HUGO F. FOX, TREASURER, WOOLDRIDGE MANU- 
FACTURING C0O., SUNNYVALE, CALIF., ACCOMPANIED BY J. E. 
RICHTER, CHIEF ENGINEER 


Mr. Forsyrur. Mr. Fox, you are the president of the Wooldridge 
Co., is that correct ¢ 

Mr. Fox. No, I am the treasurer. 

Mr. Forsyrne. Where is that located ? 

Mr. Fox. Sunnyvale, Calif. 

Mr. Forsyte. And what position does Mr. Richter hold? 

Mr. Fox. Mr. Richter is the chief engineer. 

Mr. ForsyrHe. How many employees do you have? 

Mr. Fox. At the present time, about 120. However, we work up to 
about 400 people normally. 

Mr. ForsyrHe. Are you an independent company ? 

Mr. Fox. We are, yes. 

Mr. Forsyrue. Incorporated under the laws of which State? 

Mr. Fox. The State of Nevada. 

Mr. Forsyrue. And you are operating in Sunnyvale, Calif.? 

Mr. Fox. That is correct. 

Mr. ForsyrHe. What do you manufacture? 

Mr. Fox. We manufacture a complete line of earth-moving equip- 
ment, better identified as tractors, rubber-tired tractors, scrapers, 
scarifiers, compaction rollers, and things of that type. 
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Mr. Forsyrne. Mr. Fox, you are involved here in a particular con- 
tract which you bid on, and I would like to have you briefly and to the 
point state what your problem is and what you think could be done 
to help in the situation, such as you have encountered. 

Mr. Fox. Well, this matter involves the Chicago procurement office 
bid invitation No. DA- END-11-184-53-A-565. 

The invitation called for the procurement of 51 rubber-tired tractors 
and 34 serapers, purchased to a stipulated specification, and our par- 
ticular problem is that in submitting the bid for this equipment in the 
latter part of May 1953, the Wooldridge Co. was the only company who 
submitted a bid that met the requirements of the Chicago procurement 
office, in that our company took no exceptions to the stipulations in 
the procurement, and we submit that our company was therefore 
the only company who had a responsive bid, that we submitted a low 
price bid. 

However, the contract was awarded to the Caterpillar Tractor Co. 
at a price that exceeded our bid, and under conditions that did not 
comply with the specifications. 

Now, to briefly review that matter, we state that this bid was opened 
on May the 29th of 1953, and the contract was awarded on June the 
30th of 1953, quite late in the evening of that day, we understand. 

In the intervening period between May 29 and June 30, we have had 
a number of telephone calls from the Chicage procurement office in 
which they inquired about certain points in the specifications, and 
asked us repeatedly to review for them our possibility of meeting all of 
these requirements. 

On about June 19, 1953, the Chicago procurement office, a Mr. Frank 
Prideaux phoned our chief engineer, Mr. Richter, and discussed with 
him certain of the specifications. 

On that day we sent a communication to Chicago, together with a 
considerable amount of engineering data, to show them that all of 
these specifications that they had called for in this specification could 
be met by our company, that we had conducted the necessary field tests 
to indicate that. 

On June 23 they phoned our office again and informed us at that 
time that in order for our company to be considered for this award, 
it would be necessary that we send them a wire communication notify- 
ing them that we take absolutely no exceptions to the specifications, 

On June 23 or June 24, we sent that telegram to the Chicago pro- 
curement office and specifically stated to them that we take no excep- 
tions to the specifications. 

Senator Frrevson. Now, you are talking about the original 
specifications ? 

Mr. Fox. The original specifications, yes, sir. In our letter of trans- 
mittal with the bid, about a few days prior to May 20, being the 
original opening date, and by amendment changed to May 29, in the 
letter of transmittal we stated very emphatically in our bid that we 
take no exceptions or make no deviations in the bid requirements, 

And during this intervening period we, by telephone and by tele- 
graph communication advised them several more times to that effect. 
The bid was let on June 30. 

On July 1, we had a long distance telephone call from a competitor 
of ours, advising us that he had left Chicago about 5 o’clock on the 
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evening of June 30 and that before leaving the engineers office, he had 
received the impression that the contract was being awarded to our 
company, on the basis that we were the only responsive bidder. 

We took no exceptions to the conditions in the bid, and that our 
rice was low, and he wanted to subcontract work from our company. 

On July 2— 

Senator Frrcuson. Where did he say he got his information? 

Mr. Fox. He got his information out of the procurement office in 
Chicago that we were dealing with. The buyer involved, a Mr. Frank 
Prideaux. 

On July 2 I phoned from Sunnyvale to Mr. Prideaux’ office at 
Chicago, and he informed me that the contract had been awarded to 
Caterpillar. 

Now, of course, we are very interested in knowing what transpired 
between possibly 5 o’clock and some other hour on June 30 that so 
changed this entire picture. 

Senator Durr. Do you know how much their bid exceeded yours? 

Mr. Fox. I would like to explain that in this way: That the Cater- 
pillar bid did not meet the engineers’ requirements, that they took 
some very major exceptions to the bid, and the Chicago procurement 
office accepted the Caterpillar bid on the basis of the very major 
exceptions. 

Senator Durr. Did those exceptions lower the cost ? 

Mr. Fox. Those exceptions would have materially lowered our price 
to the engineers, had we also been allowed to submit a bid on the 
basis of the accepted Caterpillar contract. 

Senator Ferguson. You keep saying that they kept after you not to 
deviate. 

Mr. Fox. They kept constantly after us, insisting that we send them 
wire communications, letter communications, telling them that we 
would not take exceptions to the bid, and we repeatedly had done 
those things, because it was not necessary for our company to take 
the except ions. 

The Caterpillar Co. admitted they could not meet the specifications, 
and yet sometime on June 30 all of these things seemed to have been 
brushed aside, and the Caterpillar Co. got the contract on their terms, 
and no other bidder. 

Senator Frreuson. How much lower ? 

Mr. Fox. The unit price at which Caterpillar got the bid was about 
$134, approximately that low, or high on each tractor and scraper 
combination, for a total of 34 units. We had a bid in there of some 
thing like $28,420 per unit, and they had a price of $28,530-some-odd. 

Now, even on the basis that we did meet the specifications, that they 
did not meet the specifications, that we had bid into our machine a 
number of items of cost so that we could meet the specifications, we 
were still low, and we were delivering and preparing to deliver a 
machine that would have enabled the engineers in their production 
work to do many things that they are not capable of doing with the 
Caterpillar machine. 

Now, in this deal, we notified on July the 3d, by telegram, we 
notified the Chicago procurement office that we were protesting this 
matter, and we asked them to notify the Caterpillar Co. not to proceed 
with the work until the matter could be determined. 
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On July the 3d we confirmed with a rather lengthy communication 
our reasons why they should not have ¢ ‘aterpillar proceed, and why 
we felt that the contract should have been awarded to the Wooldridge 
Co. 

Senator Durr. Do you have a copy of that communication ? 

Mr. Fox. We have a copy of that communication, and I believe 
that has been given here, or we have it here for the record. Now, 
that is a lengthy communication. I would be very happy to read it 
into the record, if you would like to have me do that. 

(Correspondence reproduced beginning on page 48.) 

Senator Frrevson. I don’t think it is necessary. 

Mr. Fox. On July the 10th a copy of that communication went to 
the General Accounting Office. It went to the Chief of Engineers, 
Washington. And it went to the Small Business Administration. 
We sent it to our Congressman from our district, Mr. Gubser. 

On July the 10th General Accounting Office had written a com- 
munication to the Chief of Engineers requesting a complete report in 
this matter. That report was not made available to the General 
Accounting Office until about October the 2d, and it has been very 
interesting for us to see what had transpired in the period between 
July the 3d, when we had sent our telegram of protest, and October the 
2d, when the General Accounting Office received the full report. 

Senator Frreuson. What did the General Accounting Office say? 

Mr. Fox. The General Accounting Office, in answering the report 
from the Chief of Engineers, notified the Chief of Engineers that the 
contract had been illegally awarded. 

Senator Frreuson. Had been illegally ? 

Mr. Fox. Had been illegally awarded to the Caterpillar Co., and 
they recommended that the contract be canceled. 

Now, the Caterpillar Co. bid a delivery on these machines commenc- 
ing after 120 days to be completed 45 days after 120 days. 

Now, when we filed the protest and we asked them to notify the 
Caterpillar Co not to proceed with the contract, it appears to us that 
the Caterpillar people hastened all they could to get these machines 
built, and the delays that took place in getting the report to the Gen- 
eral Accounting Office enabled them to complete the contract in 
excess of possibly 90 percent before the General Accounting Office got 
a letter back to the engineers telling them the contract had been il- 
legally awarded, and for them to cancel it, and after the contract had 
been canceled on Caterpillar, delivery had still after that time been 
taken, we understand, of substantially all of the work that had been 
in progress or finished, and that represented substantially all of the 
rubber-tired tractors. 

Now, the Caterpillar bid 120 days to start delivery, and they had 
everything delivered before the 120 days expired, insofar as_ the 
scrapers are concerned, and we rather have the impression that there 
has been some deliberate delay in processing this thing, enabling the 
Caterpillar people to go ahead and get this thing completed before a 
determination could have been made by the General Accounting 
Office, and therefore cancellation imposed upon the contract. 

Senator Fercuson. Did they finally complete delivery ? 

Mr. Fox. I understand out of 51 tractors and 34 scrapers, they de- 
livered 34 scrapers and possibly, we understand, 45 or 46 tractors. 
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Senator Frreuson. Did the military accept them ?¢ 

Mr. Fox. They accepted them and paid for them. 

Senator Fereuson. The full price? 

Mr. Fox. The full price. 

Senator Ferevson. Even after the Accounting Office said the con- 
‘act was illegal ? 

Mr. Fox. That is correct, sil 

Senator Fercuson. What does the military say about that? Why 
did they do it? 

Mr. Fox. Well, they have a communication in here in which I 
believe they— 

Senator Frreuson. How could they possibly recover on a void con- 
tract, which I understand is the effect of it, isn’t it? 

Mr. Fox. As near as we can understand, from the things we have 
been told, it is within their premise on administrative procedure to 
make that type of determination on their part, even though the Gen- 
eral Accounting Office had ordered a cancellation of the contract. 

Now, how they could take delivery of the equipment after the 
contract was canceled, at least that portion of it which had not been 
delivered prior, is very diffic ult for us to understand. 

Senator Fereuson. Isn’t there a lie of law, isn’t there a law which 
says that if payment is made on an illegal contract, that the officer 
making the payment is liable ? 

Mr. Fox. I don’t know whether or not that be true. 

Now, in this particular case, our company spent many, many thou- 
sands of dollars in the development of the particular product that is 
involved here. We had spent a great sum of this money on a prior 
contract for 16 of these machines of slightly different design, but 
basically the same, and we had continued our development work and 
our engineering work, and research, in order to keep ourselves quali- 
fied for taking on this type of Government work. 

It is essential for our plant to do that, because out in California, 
competing out in this part of the country and through the East and 
the Middle West, with freight rates such as they are, it is very difficult 
for us to work our plant to the capacity that it is necessary to work 
it and keep our overhead and costs in line, and therefore we attempt 
to bring into our plant 25 or 30 percent of our production requirements 
on Government bids, and we do that m: ny, many times at what we 
consider sometimes as base cost, labor, material, and burden, but we try 
to do it to keep our people working and to stabilize our overhead in 
our plant. 

That is most important to us, and in this particular case, while this 
contract that Caterpillar submitted amounted to about a million 
and approximately $300,000, it had a provision in the contract, an 
option on the part of the Government, to buy a certain percentage in 
spares that were ratiowise to the value of the contract, and that gener- 
ally runs about 20 percent, so that the contract ultimately could have 
amounted to about a million and a half dollars. 

Senator Durr. I take it from your testimony that you feel that you 
were the victims of bad faith amounting to fraud. 

Mr. Fox. We very, very definitely feel that w ay, yes, sir, and I sub- 
mit further that this contract here has suffered a gross loss to our 
company of a figure that, as far as we can estimate, the Caterpillar’s 
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net gain on it, would be something in the area of a quarter of a million 
dollars. 

Senator Durr. In other words, as a result of their change from you 
to Caterpillar, the Government was overcharged about a quarter of 
a million ¢ 

Mr. Fox. No, the quarter of a million dollars is what I say the 
Caterpillar people gained in the way of gross earning in the perform- 
ance of this contract. 

Now, we, of course, cannot operate at the same level of earnings that 
the Caterpillar Co. can, because of their size in relation to our size. 
We have got to operate at a much narrower margin, but it did cost 
our company some money in the form of loss, and as a result of it, 
we have had to lay off in our community a large number of people who 
had lost their jobs as a result of this contract going to the Cater- 
pillar Co. 

Now, I might also state that this partic ular contract, in the way of 
production work to the ¢ Caterpillar Co. amounted to less than 1 
day’s work. Inside of 8 hours’ time the Caterpillar Co. could, if their 
entire plants had operated on this contract, could have gotten that 

volume of production out. 

In our plant it meant work for 70 or 80 people for a period of 6 
months, and in a community the size of our community, we happen 
to be 1 of the 4 large industrial businesses in our community, and the 
loss of these types of contracts is extremely important not only to our 
company but to our whole community life. 

Senator Durr. So, in addition to that, as a result of the change in 
specifications below your standards, it also cost the Government 
money, too, didn’t it? 

Mr. Fox. It also cost the Government money, yes, sir. 

Mr. Forsytue. Do you have any suggestion on how a situation like 
this can be avoided, which you are talking about ? 

Mr. Fox. Well, I would like to say this: that our company has been 
engaged in competition all of the years that we have been in business. 

T have been employed with the president of our company for 27 
years, and during all of those years we have always had competition, 
we welcome that, we can live for that, if it is fair competition, and 
we like to be in a position that when we submit prices and when we 
go to all of the cost to prepare ourselves to receive business and we 
put prices in that should entitle us to the business, that we don’t like 
to have other conditions besides price and quality and specifications 
taken away from us. 

We are too small to elbow up with the pressure that is exerted else- 
where or other conditions which enter into these things. We simply 
financially are not capable of meeting that type of competition. 

We can do it on a dollar and cents basis and on a quality basis and 
on a delivery time basis. Those things we can live with. 

We certainly would like to see this type of procurement set up on 
the basis that a small manufacturer can examine the specifications, do 
their engineering and development work, determine what kind of a 
price they need to put on the equipment in order to get contracts to 
keep their people working, to keep their plants oceupied, and to fulfill 
their moral obligation to community life. And after we do all of 
those things, then we like to receive the contracts, if we are low bidders. 





‘algae buck 


eke ROD, 


Al i lle iA Rn SIDS 











MILITARY PROCUREMENT PROGRAM, 1954 63 


Senator Frrevson. How much did it cost you to bid on this con- 
tract? Not the details, after you lost the contract, but up to the time 
it was bid. 

Mr. Fox. Let me say it in this way, Senator. I would say that out 
company spent in excess of $150,000 to put itself in a position to bid for 
this contract. 

Senator Frreuson. I realize there are many things that go into 
putting yourself into position, but what did it cost you to ac ‘tually bid 
on this contract 

Mr. Fox. Well, on this particular contract, I would say that prob- 
ably several thousand dollars would have covered all of the expenses 
inasmuch as we had previously manufactured these particular kind of 
tools, with few exceptions in the specifications, and done the test. work 
and had the facts pretty well developed. 

Senator Frrauson. At least it would be a couple thousand dollars ? 

Mr. Fox. At least it would have been a couple thousand dollars. 

Senator Frereuson. How many people bid originally on this con- 
tract ¢ 

Mr. Fox. Originally I believe that there were 6, and it may have 
been 4. 

Now, some of the 6, or 4, whatever they were, all with the exception 
of 2, were written out as nonresponsive, not meeting the specifications. 

Caterpillar, who also did not meet the specifications, was held in 
with Wooldridge, who did meet the specifications, and they received 
the award. 

Senator - rauson. How do you account for the fact, if you do 
account for it, that the people got in touch with you and asked you 
to make certain that you were not deviating from the specifications ¢ 

Mr. Fox. The specifications were a difficult specification. They re- 
quired what we termed optimum performance on the part of our 
machines, and there was some doubt in the minds of some of the people 
at the Chicago Procurement Office whether or not our machines could 
meet those specifications, and what they were attempting to do was to 
forestall possibly our company getting into some difficulty, stating 
that we could meet the specifications and then receiving a contract 
possibly and finding out that we could not meet the specifications. 

Senator Frrcuson. At the same time apparently somebody was deal 
ing with the other company on the basis of changing specifications ; is 
that what you have set out ? 

Mr. Fox. They had been dealing with the Caterpillar Co. on the 
basis of changed specifications. Now, these specifications were writ- 
ten, I believe, by the Engineering Research Division here in Wash- 
ington. 

They felt they could be met. They realized they were difficult 
specifications, but their own test work and their own fields, possibly 
over at Fort Belvoir and other of their test grounds, indicated to them 
that it was possible to meet the specifications, and certainly our com- 
pany through the years has done sufficient work with the Corps of 
Engineers that they know that we don’t go sticking our necks out on a 
million and a quarter dollar contract just to get the contrac t, and then 
find out that we can’t perform under the contract. 

We were willing to assume our responsibility there, and we have with 
the Engineers in cases in the past, and lost very large sums of money 
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in the performance of the contracts, where things didn’t work out 
the way we thought they would, but we had always met the task. 
We have taken our losses and we have delivered ver y, very satisfactory 
equipment to the Engineers. 


Senator Frrcuson. Could you have met these specifications ? 

Mr. Fox. We definitely could have; yes, sir. 

Senator Frreuson. Did anyone explain to you why this contract 
was let to the other bidder and the specifications changed, and you 
not given a chance to make the same changes and put in a new bid? 

Mr. Fox. We were never given the chance to make any offer to the 
Chicago Procurement Office on the basis of any changed specifications, 
and the reason that we were given, that Caterpillar got the award, was 
that their price was lower ‘than our price, and that the deviations 
which they made in their bid were acceptable to the Chicago Procure- 
ment Office. 

Senator Frercuson. Have you figured out what your bid would have 
been if you could have made these changes that were made in the 
contract ¢ 

Mr. Fox. We have a machine that we will sell for as low as $20,000, 
and if we had submitted that machine to the Chicago Procurement 
Office and they would have accepted that machine with the deviations 
and the changes in the specifications as against what they asked for, 
they could have saved themselves $8,000 on each one of the machines. 

Senator Fereuson. Suppose you had the right to bid on new specifi- 
cations the same as the contract was let on, what would have been your 
bid? 

Mr. Fox. We would state there that we would have possibly reduced 
our bid by as much as $2,000 per unit. 

Senator Frereuson. $2,000 per unit? 

Senator Durr. Where wail that have placed you with respect to 
the bid that was actually accepted ? 

Mr. Fox. That would have reduced our bid, made our bid possibly 
on the basis of 51 tractors and 34 scrapers—the equipment wasn’t 
evenly divided—it would have possibly entailed something in the 
vicinity of fifty, sixty thousand dollars less than the total contract 
price. 

Now, we state emphatically the reason that the Caterpillar people 
could not meet the specifications, that they were not responsive in the 
bidding, made our bid the low bid on the basis that we were the only 
bidder meeting all of these conditions. 

Senator Frrevson. Has this happened before with you? 

Mr. Fox. We have had—I shouldn’t say “we have had,” because I 
can’t put my finger right on it, but we have had some minor problems 
in the past, but I would like to say this for the record. 

Senator Frrcuson. I mean where specifications were changed in 
the contract. 

Mr. Fox. No; specifically, I could not put my finger on it. And 
I would like to say for the record that our company has had in the 
work which we have done with the Chicago Procurement Office, with 
the Navy, the Bureau of Yards and Docks, the Air Corps, the Marine 
Corps, that we have had a most excellent relationship right down the 
line, and we have no complaint at all about any of these gentlemen 


that we have ever come in contact with or that we have had any 
dealings with. 
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We have had a most pleasant relationship, but we have just run into 
a deal here now where it works a tremendous hardship on a small 
company to lose this type of business, when we so heavily expend our- 
selves and keep ourselves prepared for it. 

Now, it is quite different in a small business than it is in a large 
company. In our company we are taxed, I think, on our dellar of 
revenue, considerably higher than, let’s say, our big competitors are, 
because we simply don’t have the income brackets that are tax-free as 
far as the excess profits were concerned to lean upon, being a rather 
new company, having gone into business in 1938, 

And by the time we take out of our earnings tax dollars, try to 
improve our plant, do some research, some engineering, the tooling 
und the development work for these types of things to keep ourselves 
in position to keep men working, many years have got to go by the 
board where we can’t put anything into our research account or where 
our stockholders can’t even get any dividends out of the business, 
and these types of things in here simply worsen that condition. 

Now, we cannot operate a factory the size of ours—we have a 12- 
acre plant. We normally should do $6 million or $7 million worth 
of business a year to keep our company strong and healthy, and we 
cannot do that kind of business when this kind of business is cut out 
from underneath us. It simply would force a company such as ours 
out of business, and that is the thing that we are afraid of now. 

That is one of the reasons why we come on in on some of these 
contracts and take them at a cost figure, simply to keep our organi- 
zation together. Profits, many, many times are secondary to us. 

Senator Fereuson. Have you had a contract since this? 

Mr. Fox. We have not; no, sir. 

Senator Fercuson. Have they let any contracts since this? 

Mr. Fox. To our knowledge, no. I don’t believe that we have bid 
on any. 

Senator Fercuson. You haven’t bid on any? 

Mr. Fox. No; I don’t think so, no. 

Senator Ferguson. Any questions? Anything else you would care 
to tell us? 

Mr. Fox. I don’t think so; no, sir. I think we have pretty well 
covered it. 

Thank you very much. 

Senator Frercuson. As I stated before, we will submit this to the 
other Senators and see whether they have any objections to making 
it a part of the record. 

We will recess until Wednesday. 

(Whereupon, at 11:10 a. m., a recess was taken until 10 a. m., 
Wednesday, March 24, 1954.) 























MILITARY PROCUREMENT PROGRAM—1954 


WEDNESDAY, MARCH 24, 1954 


Unrirep States SENATE, 
SeLect CoMMITTEE ON SMALL Business, 
SuscoMMITTEE ON Minirary PROCUREMENT, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10: 10 a. m., in room 457, 
Senate Office Building, Senator Homer Ferguson presiding. 

Present: Senators Homer Ferguson and Guy M. Gillette. 

Also present: Robert A. Forsythe, chief counsel, and William D. 
Amis, professional staff member. 

Senator Frreuson. The committee will come to order. I under- 
stand, Mr. Higgins, you wanted to make a statement and then you 
have other important matters to attend to, and you wanted to leave / 

Mr. Hicerns. Yes, sir. 

Senator Frreuson. That will be perfectly satisfactory. 

It is the rule of the committee that we swear the witnesses; it has 
been called to my attention. How many witnesses will there be so 
we can swear them all at one time ? 

Mr. Hieerns. I have several here. It might be well to swear them 
all together. 

Senator Frreuson. Yes. 

(Whereupon the witnesses present were sworn by Senator Fer- 
guson. ) 


Senator Frercuson. You may proceed. 


TESTIMONY OF FRANK H. HIGGINS, DEPUTY UNDER SECRETARY 
OF THE ARMY, ACCOMPANIED BY BRIG. GEN. SAM C. RUSSELL, 
CHIEF, FOREIGN AID DIVISION, ASSISTANT CHIEF OF STAFF, 
ARMY G4; COL. BENJAMIN WHITEHOUSE, CHIEF, AUTOMOTIVE 
BRANCH, INDUSTRIAL DIVISION, OFFICE, CHIEF OF ORDNANCE; 
COL. CHARLES W. DELANOY, EXECUTIVE ASSISTANT TO THE 
DEPUTY SECRETARY OF DEFENSE; HORACE R. LOWERS, DEPUTY 
BRANCH CHIEF, AUTOMOTIVE BRANCH, INDUSTRIAL DIVISION, 
OFFICE, CHIEF OF ORDNANCE, WASHINGTON, D. C.; AND HOWARD 
R. SACKS, OFFICE OF THE DEPARTMENT COUNSELOR, DEPART- 
MENT OF THE ARMY 


Mr. Hiaetns. Mr. Chairman and gentlemen, I am here in response 
to a letter from you dated March 10 that has to do with the procure- 
ment of a certain nonstandard truck early last year. An attempt 
was being made by the Army to procure this truck through negotia- 
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tion in the continental United States. Negotiations were entered 
into with several firms in the United States, one of which—— 

Senator Frrcuson. What was to be done with this truck that was 
nonstandard ¢ 

Mr. Hieerns. This truck was for use in Europe. The truck was 
used in connection with bridge erecting in Europe solely. It was 
not a standard truck, as we know them in this country. 

Senator Frreuson. And not standard as far as the Army was con- 
cerned / 

Mr. Hicerns. No, sir. 

Senator Frercuson. How large a production was needed ? 

Mr. Hicerns. 251 items. 

Senator Frreuson. At a total cost of what? As military items 
then it was a small item ? 

Mr. Hicerns. About $3 million. 

Senator Frreuson. As military items then it was a small special 
order ? 

Mr. Hiearns. Yes, sir. 

Senator Frreuson. All right. 

Mr. Hicerns. Negotiations were made with several companies in the 
continental United States, one of which was the Corbitt Co. which 
you mention in your letter here, but who was not the lowest priced 
bidder through the negotiation process. 

At the time these negotiated bids were presented to the Secretariat 
of the Army and Defense for consideration of approval, the offshore 
program and its initiation was vital at that time. It was receiving 
the immediate attention of the Department of Defense and of the 
Army for the installation of such items abroad as would best serve 
that purpose at the lowest cost to the taxpayer. 

At that time, and only at that time, that is, when the bids were com- 
pleted in this country and presented at the Secretariat level, was the 
offshore procurement idea then thought of in connection with this 
item. 

The item was analyzed—— 

Senator Fercuson. After you got the bids here in this country ? 

Mr. Hicerns. Yes, sir. 

Senator Ferguson. Then the idea was that this would fit into the off- 
shore program ¢ 

Mr. Hicerns. It was, sir, because the offshore program, that is, the 
impetus back of that program—the offshore program was being 
initiated at this time. I should not say initiated. It was being aug- 
mented as much as possible by the proper items. We just can’t put 
everything in the offshore program at the expense of American pro- 
ducers. 

Senator Frrcuson. Can you tell me this: On offshore procurement 
do you take bids in this country as well as offshore? 
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Mr. Hicerns. Yes, sir.’ 

Senator Frreuson. On the same items at the same time ? 

Mr. Hicerns. What we do here is take bids in this country, and such 
items as are placed offshore are then placed under the existing policies 
of procurement, which now read that they must be procured offshore 
at at least the going commercial price, through experience in this 
country, plus the transportation to the European port where they 
may be used. That is the present policy on our offshore procurement. 

At the time this was under consideration a policy then was in exist- 
ence that we bought offshore at the going commercial-industrial price 
in this country, plus 10 percent. That took care of the transporta- 
tion, and about 5 or 6 percent extra was in being at that time. 

Senator Frrevuson. How have you changed that ? 

Mr. Hicerns. Now that is changed to the going commercial price 
in this country plus transportation to a European port. 

Senator Frreuson. Just transportation alone ? 

Mr. Hicerns. Just transportation, and a shotgun estimate of that 
transportation is about 4 percent. Is that correct, General ? 

General Russet. Yes, sir. 

Mr. Hieerns. So it is the going price in this country plus about 
4 percent. But the language we use is the transportation cost. 

To come back to this truck, it was then discovered that our sole 
requirements for this truck were entirely in Europe. So then it 
seemed wise and proper that it be considered as an offshore procure- 
ment item because it was going to be used in Europe. Maintenance of 
the truck could better be served by Europeans if they made it there, 
and then the spare parts program, which is always a serious Army 
logistical problem, and an expensive problem, could best be solved 
because the spares could be made right there in Europe for this very 
limited number, remembering, Mr. Chairman, that there were only 
251 trucks involved. 

So a decision was taken at the Secretariat level to offer this item 
for offshore procurement. Fortunately, by the time the negotiations 
were gotten in order and presented over there, the need for the truck 
entirely disappeared. So none of the trucks were ever procured. 

The ending of the Korean war made vehicles that we then had on 
hand available that we considered we could use for this purpose, since 


*To clarify his statement Deputy Under Secretary of the Army Higgins subsequently 
submitted the following letter for the record: 
DEPARTMENT OF THE ARMY, 
OFFICE OF THE UNDER SECRETARY, 
Washington, D. C., April 15, 1954. 
Hon. HOMER FERGUSON, 
Chairman, Subcommittee on Military Procurement, 
Select Committee on Small Business, 
United States Senate. 


DeaR MR, CHAIRMAN: A reading of the transcript of the proceedings before your sub- 
committee on March 24, 1954, concerning the Corbitt Co. case, especially at pp. 4—5 of 
vol. IV, indicates that the subcommittee may, during at least a portion of the hearings, 
have had an erroneous impression as to the reasons for Army negotiations with Corbitt 
and other United States producers. The subcommittee apparently believed that the 
Army’s negotiations with Corbitt and other producers for domestic purchase of the trucks, 
while it was studying the feasibility of offshore procurement, were merely for the purpose 
of obtaining the bids of domestic producers as a guide in determining whether the offshore 
price would meet accepted price criteria for offshore procurement. I want to assure the 
subcommittee that this was not the case, and that the Army has not used domestic 
producers in this guinea-pig fashion. In obtaining the United States price, for purposes 
of determining whether the offshore price is a reasonable one, the Army does not solicit 
domestic bids for the particular procurement but instead relies on the average of the most 
recent contract prices for the particular item. 

Sincerely yours, 
FRANK H. HIGatns, 
Deputy Under Secretary of the Army. 
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the emergency need was over in the Far East. So such equipment 
was then detoured to the European continent for the use we planned 
for these trucks. 

Senator Frrcuson. In other words, if this contract had been let to 
this firm here in this country, it would have been canceled ! 

Mr. Hieerns. Yes, sir. At considerable termination costs. 

Senator Fercuson. So we are really dealing with a hypothetical 
case ¢ 

Mr. Hieerns. Yes, sir. It is an entirely hypothetical case. 

Senator Frreuson. But it is one of importance to the American 
manufacturers. 

Mr. Hieerns. It is, sir. 

Senator Frreuson. Because of the offshore procurement involved 
mn it. 

Mr. Hicerns. It is. And more so today than it would have been 
then, because remember, this was done in a climate of emergency, when 
there was still a demand being made on the economy for a semiwar 
condition, as we were in. Now, today, of course, we find ourselves m 
an entirely different climate. 

Senator Frreuson. Can you tell us this: Who actually determines 
what items will be offshore procurement / 

Mr. Hieerns. That is a pretty big problem today. 

Senator Frrauson. Let me say this: Suppose I am a manufacturer 
in this country, and plans and specifications come to me for a bid. 
Then I go to the expense of bidding. That is also put in the hopper 
for bids in offshore procurement and I am bidding against offshore 
procurement ¢ 

Mr. Hieerns. Mr. Chairman, if I may I would like to call upon Gen- 
eral Russell, who handles the details. First, to answer your question, 
how do these get into the offshore procurement hopper. 

Senator Frrcuson. Yes. 

Mr. Hieerns. May I please have General Russell answer your ques 
tion ¢ 

Senator Frretson. Yes. 

General Russeii. Sir, there is a Department of Defense policy on 
offshore procurement which provides that all items of mutual defense 
assistance program W ill be placed on offshore procurement unless the 
price and delivery schedule is unsatisfactory; unless the items are re- 
quired to sustain the mobilization base in the United States. 1 believe 
those are the principal provisos. The rule is it will be placed on 
offshore procurement unless there are conflicting reasons why it must 
be placed in the ZI. : 

The way the mechanics—— 

Senator Fercuson. I understand then that all material to be shipped 
to foreign nations are in the category of being offshore procurement ? 

General Russeiy. It is being considered for that. Another item I 
failed to mention is if the item is available in United States stocks, 
then of course there is no new procurement for a like item initiated 
offshore. 

Senator Frrcuson. You must have a theory on the amount of off- 
shore procurement. Do you mean all of it? Suppose we were going 
to deliver this vear X billions of dollars to Europe. 

General Russeiu. Yes, sir. 
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Senator Frreuson. Does that mean X billions of dollars is the 
amount of offshore orders? 

General Russe... No, sir. Of course, you understand a lot of the 
material we are delivering this year is from previous programs. The 
starting place on this is when we make a new program. I am talking 
about really how the determination of an item is made as to whether 
it will be procured or furnished from the United States, or from off 
shore procurement. 

Senator Frreuson. Yes, but we have a different situation in this 
country. Our manufacturers do not have orders. 

General Russet. Yes, sir. 

Senator Fereuson. We have unemployment. 

General Russet. Yes, sir. 

Senator Fercuson. Have you the same rule in effect? If we can 
make an article in this country and the people are out of work in the 
particular factory that has made it in the past, are we going to say 
to them, “You remain out of work. ‘This is in our security program 
but we are going to procure it in England”? Isthat our rule? Just 
because it was going to be used in England ¢ 

Mr. Hiceetns. We have an illustration today that borders on that. 
\rtillery ammunition. ‘There is a pattern and a policy as to how that 
is determined and the amounts were determined on that, that we 
would like to give you in executive session. ‘That part of the program 
s classified as to the percentages. 

Senator Frercuson. We can get that in executive session, but I think 
the overall program here, when we have unemployment and the need 
for orders to keep our factories running at capacity, or at least to 
keep employment at capacity—the overall program is what we are 
nterested in. Do we have a policy that that order will be let for off- 
share procurement ¢ 

Mr. Hicerxs. It could happen under the present policy. Yes, sir. 

Senator Gitterre. What is that answer? 

Mr. Hieerns. It could happen under the present policy. Yes, sir. 
There are 1 or 2 instances that come to mind now. 

Senator Frreuson. What is being done about that? 

Mr. Hicerns. Well. we are having a look at the whole program 
since we have had these cutbacks that are being effected by the 30th 
of next June. We are having a look at the whole program in rela- 
tion to the Stassen FOA program. You understand this offshore 
procurement is all done through Stassen’s department. 

Senator Frrauson. I know, it is done through his department. 

Mr. Hicerns. Yes, sir. 

Senator Frrcuson. But it is for the use of the military. 

Mr. Hieains. That is right. 

Senator Frreuson. In other’ words, you do not really have control 
of the offshore procurement ¢ 

Mr. Hieerns. Well, I would not say that. I think we control it. 
Yes, sir. It is under the jurisdiction of the Army. Yes, sir. 

Senator Frereuson. Then do I understand that Stassen does not 
have the say as to whether or not an article will be procured in X 
country rather than in America ? 

Mr. Hieerns. He has funds—funds from FOA that are allocated 
to this. 
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Again I would like to ask General Russell to explain that. 

General Russeii. I think Mr. Higgins was correct in saying that 
he does not pass on individual items. <A certain dollar ceiling was 
given to the Department of the Army which would be our goal dollar- 
wise for placing in offshore procurement. 

Senator Fereuson. That is what I asked. Do you have a ceiling 
of X dollars that are going to be procured offshore ? 

General Russe.v. Yes, sir. We do. We have been given a—— 

Senator Frreuson. You have been given a ceiling ? 

General Russextu. Yes, sir. 

Senator Frreuson. All right. Has that been changed since our 
unemployment is going up? 

Mr. Hicerns. No, sir. It has not. 

Senator Frrcuson. Why not? Why should not the question of 
unemployment in America where we can produce this item, and 
where it is produced at a cost to American taxpayers, the man who 
is helping to pay the taxes, and that man has lost his job—why should 
it not be considered then ? 

Mr. Hieetns. It is being examined, as I said, now, Mr. Chairman. 
We are having a complete look at this whole policy in the light of 
the present economic situation. 

Senator Frereuson. Has the ceiling been changed any? You have 
had 3 months. 

Mr. Hieerns. Not until some decision is made on the investigation 
we are making now. 

Senator Fercuson. Whose job is it to consider it ? 

Mr. Hicerns. I think we have initiated the investigation. We have 
talked with a number of our prime contractors on ammunition in the 
last 2 or 3 months. Various groups from various parts of the coun- 
try have come in and presented this problem. We are very sympa- 
thetic to it. As soon as we learned of the situation that is going on 
everywhere we initiated a program to reexamine the whole “offshore 
procurement situation. 


Senator Frrauson. Who makes the ceiling of the amount to be 
procured offshore ? 

Mr. Hieerns. That percentage we have is tied into the hard-to-get, 
wanted items that could be made indigenously in those countries over 
there that are going to use them. That has been tied in as a part of 
the mobilization base defense part of the picture. That, as I say, 
is classified, and we will be glad to show you what that pattern is in 
executive session. We are examining that particular pattern at this 
time. 

Senator Frreuson. Of course, what we are asking about now is a 
particular thing. It is a particular order. 

Mr. Higerns. That is right. : 

Senator Ferauson. That order was one where there were items in 
it that would require or permit at least the placing of an offshore 
procurement. 

Mr. Hicerns. Yes. This trend of thought we have now—my think- 
ing has been following more along the line of ammunition and ex- 
plosives and things of ‘that kind, rather than vehicles. It is tied into 
the national defense of each separate country. 

Senator Fereuson. At this present moment is it a military secret 
as to how much offshore procurement the Army has on order? 





EME beta 


‘a> es 


cilia 


oink. ah catia 


ae 


Ae 


Ler 








at 


f 
d 


O 


MILITARY PROCUREMENT PROGRAM, 1954 73 


General Russe. That is classified information. 

Senator Ferauson. That would be classified ? 

General Russety. Yes, sir. 

Mr. Hieerns. Yes, sir. 

Senator Fereuson. Have you any questions, Senator ? 

Senator Giterre. Yes, sir, Mr. Chairman. I have several ques- 
tions. 

I am unable to determine from your testimony here some very sim- 
ple questions. When it comes to the procurement of a certain item, 
who makes the decision as to whether it shall be bought in America 
or offshore? Who makes that decision ? 

Mr. Hieerns. Well, now, that just is not coming up for a decision 
because we have committed on everything we need now more than 
we need. 

Senator Gitterre. We will put it in the past tense. Who made the 
decision ¢ 

Mr. Hicetns. Then we had a policy of certain items that had to do 
with the defense of each of the different countries that they had facil- 
ities to make, principally on weapons they integrated into their na- 
tional defense. And then on their ability to produce certain United 
States standard items a percentage—that is this pattern that is classi- 
fied—was devised on certain weapons. 

Senator Gmette. That brings me right back to the original ques- 
tion. 

After those negotiations and after consideration of those factors 
as to what they could produce and the necessity for having this work, 
who made the decision as to what items would be manufactured off- 
shore. Who made it? 

General Russe. I think I can answer that. Within the frame- 
work of the policy which has been set forth, which I tried to sum- 
marize for you awhile ago, the services prepare a program and indi- 
cate on that program within this framework what items are to be 
procured in the continental United States, and what items are to be 
procured offshore. 

Senator Gitierre. You say the services make it ? 

General Russetx. Yes, sir. 

Senator Grtterre. What do you mean by the services ? 

General Russet,. Army, Navy, and Air Force. 

Senator Gruierre. Depending on whether it is to be used by the 
Army or Navy? 

General Russeti. That is correct. 

Senator Gritetre. Then the Secretary of the Army, or the Secre- 
tary of the Navy, or the Secretary of Defense—which one of them 
would make the decision in the last analysis ? 

Mr. Hieerns. Each for his own service—each Secretary. 

Senator Grtterre. Let us be specific. On this particular item we 
are discussing here, it refers to 251 trucks. I am referring to your 
letter of May 11, 1953, addressed to the Corbitt Co. in which you 
have a bid for 251 trucks. That is May 11. Therein you state: 

Since this procurement is of the utmost urgency and a contract must he con- 
cluded within the shortest possible time, your best proposal is solicited for sub- 
mission by June 9, 1953. Selection of the contractor to perform this work will 
be based upon proposals as submitted— 


and so forth. (See p. 41.) 
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Who were they in competition with for the bidding on those trucks ? 
Were they in competition under your rules of the cost of the manu- 
facture plus transportation, or 4 percent, whichever one you are 
using—in that bidding were they in competition with offshore manu- 
facture ? 

Mr. Hieerns. No. 

Senator Gmterre. When was the decision made to buy those trucks 
offshore and who made it? 

Mr. Hicerns When these bids were finally presented for approval, 
at that period the offshore consideration came in due to the utility 
of this particular truck; that it was going to be used in Europe; 
and for the time the whole thing was held up pending our ability to 
buy this in Europe under the conditions I have set forth. 

Senator GruteTtre. Let me interrupt you there. You asked for these 
bids ? 

Mr. Hieerns. Yes, sir. 

Senator Giuierre. And time was of the essence. 

Mr. Hicerns. Yes, sir. 

Senator Gruierre. The bids were to be in by June 9 and you were 
considering some other factors and conditions that had developed. 
Who was considering them and who stopped the consideration of the 
bids that were already in? 

Mr. Hieerns. Through conferences that we were having at the 
secretariat level. 

Senator Griterrr. The Secretary of Defense ? 

Mr. Hiaarns. Not just the Secretary of Defense, but a representa- 
tive of his office and representatives of the secretariat of the Army. 
You see, one phase of the procurement problem would be covered by 
these bids coming up to the secretariat. Another phase would enter 
into the program at the secretariat level about the advisability of 
putting this in Europe. That consideration introduced itself at the 
secretariat level at this time on this particular item. 

Senator Griierrr. Let me interrupt you there. That considera- 
tion had not been before you on May 11? 

Mr. Hicerns. No, sir. 

Senator Griierre. Between May 11 and June 9 that situation 
developed, or that factor developed ¢ 

Mr. Staseten. In that area. Yes, sir. 

Senator Giiierre. And that is the first that you had any informa- 
tion of it? 

Mr. Hiaerns. That is correct. 

Senator Gittetre. What was that consideration and that factor? 

Mr. Hieerns. The consideration was that the item which was small 
in number was going entirely to be used in Europe; that our main- 
tenance problem would be solved by having it made in Europe. 

Senator Gitierre. Didn’t you know that-at the time you asked for 
these bids? 

Mr. Hicerns. I do not know that. It was just one of those things 
where the thought presented itself in the area you are talking about 
at the time the bids were presented. 

Senator Gmterre. Go ahead. 

Mr. Htcerns. So the item was to be used in Europe and it would 
be wise to have it serviced in Europe and have the spare parts made 
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in Europe. So the whe!le procurement was reexamined at this point 
vith the consideration of buying it in Europe. 

Senator Gitterre. Then between the 11th of May and the 9th of 
June this occurred. On the 11th of May vou had no idea about the 
necessity of using this in Europe and having spare parts purchased 
in Europe, so you were buying it here. But between the 11th of May 
and the 9th of June you discovered it was going to be used in Europe. 
You had not known it before then ? 

Mr. Hicerns. I would not say that. Probably they knew it was 
going to be used in Europe, but the wisdom of procuring it in Europe 
for the reasons I have set forth introduced themselves when we final- 
ized the procurement situation. 

Senator Gitterrr. What do you mean by “finalized the procure- 
ment situation”? After the bids were obtained ? 

Mr. Hicerns. After the bids came in. Then an appraisal is made 
from all of the angles that we take into consideration in considering 
the bids. For instance, its price, and its producer, and in some cases 
the geographical location of the producer, if prices are all the same, 
in order to save transportation to ports, if it is going overseas. At 
that particular point the thought was introduced why not make this 
\ part of our offshore-procurement program. 

Senator Giuterre. That is the first time it occurred to you? 

Mr. Higerns. Yes, sir. To my knowledge. 

Senator GruLetrr. You gave no consideration to the fact that you 
had certain funds and that the fiseal year was coming to an end on 
June 30, and those certain funds had to be committed ¢ 

Mr. Hiaeerns. I do not think so. I have heard the boys discussing 
that and I do not think it had anything to do with it whatsoever. 

Senator Gmuuetrre. It was not a factor? 

Mr. Hieerns. I do not think it was. No, sir. 

Senator Giiterre. That is all, Mr. Chairman. 

Senator Frrauson. Are there any questions ? 

Mr. Forsyrue. Mr. Higgins, you stated to your knowledge the ques- 
tion of offshore procurement had not come up with you personally 
prior to May 11, 1953. Is that correct? 

Mr. Hicerns. I am saying it was the best I could find in the file, 
hecause in May 1953 I was not here. This all happened before I came 
into my present position. But I have perused the files and conferred 
at great length on it because I want to get at the facts and have this 
done in the right and in the correct fashion, and in the best way for 
the taxpayer. That is why I am concerned. 

Mr. Forsyrue. One reason why I asked that question is I think 
there were some questions raised prior to May 11 as to whether or not 
there should be an offshore procurement, and I merely wanted to get 
it in the record. 

Mr. Hicerns. If there was I have not seen anything in the file about 
t; but of course, as I say, it is a hypothetical case. Nothing was 
bought. But I spent 2 years in Europe in 1949-50 and knew some- 
thing about the manufacturing facilities. I felt I was in a position 
to make an appraisal of this thing in coming here today, because I 
spent 2 years in European industry. 

Mr. Forsyrue. Concerning the particular truck we are talking 
about, you made a statement that it was not a standard truck. Was 
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it a standard truck during World War II, or are we talking about 
something that was not standard / 

Mr. Hicers. I will ask one of the technicians, if you don’t mind. 

General Russetn. It was a standard truck during World War IT. 
That is, a Treadway, which is going out of the Army. 

Mr. Forsyrue. When did it become obsolete or an item which was 
not standard ¢ 

Colonel Wurrenouse. I cannot answer when it became obsolete, 
but the standard truck that replaced it was a 5-ton truck. 

General Russeii. Mr. Collins? may be able to throw some light on 
it as to when. 

Mr. Couns. That was after World War II. 

Mr. Forsyrue. You made a statement, Mr. Higgins, and I would 
like a clarification of it, that Mr. Corbitt or the Corbitt Co. was not the 
lowest bidder in this particular case. Our information prior to this 
time has been that there were four companies who were being nego- 
tiated with at the time this was called off in June of 1953. At the time 
it was called off no determination had been made in the way of a final 
determination as to whom the lowest proposal was from, or would be. 
Was that completed after the offshore procurement, or is our infor- 
mation inaccurate ? 

Colonel Wutrenouse. Sir, I have here with me the information 
from the Tank Automotive Center which was negotiating these bids 
and reviewing them. I would like to ask Mr. Maxinoski to answer 
that question specifically. He was sworn in as a witness. 

Mr. Hicctns. We will answer a question on every basis except the 
pronouncement of the actual figures. We do not release those. 

Mr. Forsyrue. That is right; but my information was that no final 
determination had been made at the time it was designated for off- 
shore. 

Mr. Maxrnoskt. My name is Rudolph Maxinoski.2 Would you 
repeat the question, please ? 

Mr. Forsyrue. The question I had concerns whether or not we do 
know what company would have been the lowest bidder. I will use 
that term advisedly here because this was negotiated procurement, I 
understand. But who would have been the lowest bidder, had the pro- 
curement not gone to offshore? My information was no final determi- 
nation had been made and that you were negotiating with four com- 
panies at the time the offshore procurement came, and then it was 
canceled and that was the end of the stateside procurement. 

Mr. Maxtnoski. There were actually 3 responsible bidders and not 
4. And Corbitt was not the low bidder prior to negotiations. And 
even after negotiations they were not the low bidder. 

Mr. Forsyrue. But he was called in to negotiate with two others? 

Mr. Maxrnoskt. We called only one other company. The third 
company was too far out of the picture and they could not reduce the 
price substantially, so we did not call them in. However, Four-Wheel 
Co. was called in and Corbitt, because there was pretty close compe- 
tition there. 

Mr. Forsyrue. It was close competition ? 


2 Howard M. Collins, Chief, International Branch, Military Supply, Office, Chief of 
Engineers, Department of the Army. 

’Mr. Maxinoski is from Ordnance Tank Automotive Center, Detroit, Mich., Vehicle 
Section, Procurement Division. 
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Mr. Maxtnosk1. Yes, sir. 

Mr. Forsyrue. And you say a final decision was made and the Cor- 
bitt Co. was the second low bidder, and the Four-Whee! Co. would | 
the contracting party ¢ 

Colonel Wurrenouse. No. That decision was not made. 

Mr. Hicerns. A decision was never finalized on this. This is simply 
an analysis of the bids, but a decision was never finalized and not to 
this day, because in the meantime the need for the item disappeared. 

Mr. Forsyrue. That is the other thing I was interested in. What 
was the matter? As Senator Gillette read, it was an urgent item and 
it was after the Korean war was over and we were in Europe purchas- 
ing the item. What was the urgency of it and, if it was so urgent, why 
have we not purchased any trucks under this contract ? 

General Russeui. I think the so-called urgency was because pre- 
viously the contract had been let for the bodies for these, and it was 
considered desirable to hurry them up and have the chassis at approx- 
imately the same time the bodies became available. 

Mr. Forsyrur. Where did the contract for the bodies go? 

General Russet. Gar Wood. 

Mr. Forsyrue. Did they make the bodies ? 

General Russeti. That is correct. 

Mr. Forsyrur. Now, how many bodies did you have without chassis 
under this arrangement ? 

General Russeiy. There would be approximately 190. However, 
those are being utilized for other purposes as replacements and spare 
parts. 

Mr. Forsyrue. On other chassis? Is it true 841 of these were in 
the first procurement ? 

General Russexu. 841? 

Mr. Forsyrne. Or 800 6-ton six by sixes, and then the requirements 
were substantially changed ? 

Mr. Hicerns. What quantity did you have on the bid ? 

General Russeti. That is correct. 

Mr. Hicerns. When you went out with the bid, how many did you 
go out for? 

Colonel Wurrrenouse. 251. 

Mr. Hieerns. That is what we are talking about ; 251 trucks. 

Mr. Forsyruer. The requisition from the engineers was for 800 
on February 1953. 

Mr. Hieerns. That is correct. 

General Russe... But it never got to bidding. 

Mr. Hicerns. But it has no bearing on this case because it has not 
affected the procurement any. 

Mr. Forsyrue. So that change in quantity came before this pro- 
curement came out—long before ? 

Mr. Hieerns. Yes, sir. 

Senator Giiterre. I would like to ask a couple of questions, Mr. 
Chairman. 

Just going back to what I was discussing with you a few minutes 
ago. On May 11 there was urgent need for “these 2 51 trucks on which 
you requested these bids, and on June 9 it was decided not to procure 
them here. Then a subsequent decision was made to procure these 


offshore. 
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Mr. Hieerns. Yes, sir. 

Senator Giuterre. When was that decision made ? 

Mr. Hiaerns. June 20. 

Senator Gituerre. Then subsequently a decision was made not to 
buy them at all? 

Mr. Hicarns. Yes, sir. 

Senator Gitterre. When was that made? 

General Russet. That was made in August 1953. 

Senator Gitterre. Had you let contracts for foreign firms to manu- 
facture these in the meantime ? 

General Russeix. No, sir. 

Senator Gutterre. Were you negotiating with them ? 

General Russe... No, sir. 

Senator Gitterrr. Nothing had been done with reference to com- 
mitting this money between June 20 when you made the decision to 
buy them offshore and August? Nothing had been done until August 
when it was canceled . 

General Russeix. Sir, I would like to remind you during that 
period the 1954 mutual security legislation was not actually passed 
until August 8, and of course the funds nominally expired of June 30, 
except for those which were carried over. 

Senator Gitterre. But you had conducted no negotiations in the 
meantime ¢ 

General Russeii. No, sit 

Senator Gitierrr. Nor did you conduct any after the funds were 
made available under the June 8 action / 

General Russeii. That is correct. Because as a result of the 1954 
legislation we reviewed all of our programs and—are you seeking 
an explanation as to why the requirement was reduced and why we 
did not—— 

Senator Giuterre. No. Iam not interested in that. We are here, 
General, to try to protect the American small-business man. 

General Russett. Yes, sir. 

Senator Guerre. And on the picture as it is presented here on 
this particular item, which is small enough in itself but we can see 
the importance of it to our people—here was a situation in which your 
military had requested immediate bids of American manufacturers. 
They go through their records to prepare themselves to present the 
bids, and probably at some expense to themselves. It is said to be 
urgent. Then within a few weeks it is decided not to buy them from 
the American producers at all, but to buy them offshore. Then within 

few weeks after that you decide not to buy them at all. 

I am sure you will agree that that is confusing to our American 
manufacturers and our American industry, and I am wondering why 
these decisions were made. 

Mr. Hieerns. I am not familiar with the details of this, Senator, 
but I would like to say broadly from considerable experience I have 
had as a contractor during the war, down here in the service of the 
Government our minds are continually changing. That is the head- 
ache of this whole business. There is nothing fixed about it. Right 
in the middle of the worst war we ever had we were telegraphing and 
working overtime, and one thing and another, to buy something on 
Monday, and many times on Friday it was canceled due to the fluidity 
of the requirement of the using troops. 
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Wh) the requirement changed here on this thing—the feeling I 
t from the investigation I made here in a reevaluation of this whole 
ng when the new situation came up, they found there were going 
to be ve ‘hicles that would serve this purpose that would not be needed 
» Korean emergency, so we just forgot all about buying them. 
Thank heavens no commitments were made anywhere. Had they 
been we would have had rather expensive cancellation costs. 

Senator Gittetre. That is all. 

Mr. Forsyrue. Colonel Delanoy and Mr. Lowers. 

Mr. Hicerns. May I be excused, Mr. Chairman ? 

Senator Fercuson. Yes. 

Mr. Forsyrue. Colonel, in my talk with you, before I informed 
you of our investigation of this, the businessman came and pre- 
sented his problem, and we received various answers from both Mr. 
Lowers and from the Defense Department and the Army as to how 
this all came about. We had a discussion with our staff about this 
case some time ago. I also told you on several occasions I was di- 
rected to the Office of the Deputy Secretary of Defense, Mr. Kyes, 
and that he would have an answer on this. I think we have estab- 
lished, and I want to put it on the record, that Mr. Kyes did not have 

nything materially to do with this contract. So we will get into 
that later. 

I would like to have that confirmed this morning and to get from 
you very briefly what the part of your office was in the particular 
procurement, if any 

Colonel DeLtanoy. Yes, sir. Iam the executive assistant to Deputy 
Secretary of Defense Kyes. 

Mr. Forsyrne. Why don’t you proceed and we will cover it on the 
background. 

Colonel DeLanoy. If I may I would like to read the letter that was 
sent to the Secretary of the Army. 

Mr. Forsyrue. All right. 

Colonel Dretanoy. The Army letter that Mr. Kyes sent to the 
Secretary of the Army. 

Mr. Forsyrur. What was the date of that? 

Colonel Detanoy. The date of that letter is May 22, 1953. This is 
a memorandum to the Secretary of the Army and the first paragraph 
reads: 

It has recently been brought to my attention that the Corps of Engineers were 
initiating procurement requests for new, obsolete, and limited standard World 
War ITI trucks to meet MDAP requirements, when the equipment cannot be fur 
nished from stock or rebuilt programs. 

In view of the current maintenance problems the MDAP countries are having 
With previously furnished World War II trucks it appears that the Corps of 
Engineers’ proposal will tend to aggravate the present situation. 


9 


3. It is suggested that consideration be given to providing the requirements 
through offshore procurement and thus eliminate the necessity for continuous 
maintenance support. 

The fourth program makes reference to the 6-ton 6 by 6. I can con- 
tinue reading that. 

Mr. Forsyrue. No. That is not necessary. Did you get a reply 
to that from anybody ? 

Colonel Detanoy. Yes, sir. On June 3, 1953, we received a reply to 
that. 

Mr. Forsyrue. Who was that from and what was the essence of it ? 
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Colonel Detanoy. The reply is from the Assistant Secretary of the 
Army, John Slezak. He was Assistant Secretary at that time, not 
Under Secretary. The first paragraph of it reads: 

Reference is made to your memorandum of May 22, 1953, in which it was sug- 
gested that consideration be given to providing the remainder of MDAP re- 
quirements for treadway bridge trucks through offshore procurement rather 
than from procurement through continental United States sources. 

2. Pursuant to your suggestion the Department of the Army has undertaken 
the following courses of action: 

(a) Directed the Office of Chief of Ordnance to discontinue Zone of the 
Interior procurement proceedings on chassis requirements until the feasibility 
of offshore procurement has been fully explored. 

(b) Requested the commander in chief, United States Army, Europe, to ex- 
plore immediately and report the possibilities for offshore procurement of chassis 
to accommodate the 6-ton 6 by 6 cargo truck bodies now being procured in Zone 
of the Interior. 

5. If offshore procurement of the subject item is determined to be feasible by 
by UCON immediate steps will be undertaken to provide the necessary authoriza- 
tion and funds. Additional information on this matter will be provided as soon 
as it is available. 

Mr. Forsyrue. Do you know of any discussion that took place along 
about May 11, or prior to May 11, as to whether this should be offshore 
or stateside procurement ? 

Colonel DeLtanoy. Yes, sir, I do. 

Senator Frercuson. Mr. Gillette is leaving, so I want to excuse him. 

From this place in the record it will be submitted to the other mem- 
bers of the committee before it is made part of the record. 

Colonel Detanoy. Do you want me to continue on ? 

Senator Fercuson. Yes, sir. 

Colonel Detanoy. Mr. Kyes did not enter into any of the discussions 
prior to the initiation of that original letter. Maybe a few days before 
I discussed it with Mr. Kyes. However, I had discussed it with the 
Ordnance people and with General Stewart in the Office of the Secre- 
tary of Defense on the feasibility of buying these limited standard 
vehicles in the Zone of the Interior and shipping them to Europe 
mainly because of reports that I had seen and Mr. Kyes had also seen 
on the maintenance problem they were having on these World War IT 
obsolete and limited standard vehicles. 

Mr. Forsyrne. Did you get any reply from General Stewart? 

Colonel Detanoy. Yes, sir. I did. ‘And the essence of that reply 
is he and the Corps of Engineers still considered it essential to buy 
these trucks. 

Mr. Forsyrur. What was the date of that letter ? 

Colonel DeLanoy. That was May 13, 1953. 

Mr. Forsyrue. And he was saying it was still advisable to buy them 
in the United States. Is that correct? 

Colonel Detanoy. Yes, sir. 

Mr. Forsyrue. So that there was a discussion as to whether or not 
this should be offshore procurement some time in May, either before or 
shortly after this procurement became known, and the question of off- 
shore procurement was discussed with various people in your office, 
and Ordnance and Army, and whoever else it may be. 

Colonel Detanoy. That is correct, sir. But it was not at the Sec- 
retariat level at that time. I call it at the lower level—the Indian 
level. 
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Mr. Forsyrur. Mr. Lowers, what does your file show on this con- 
ict as to when the decision was made to make the offshore procure- 
ent, and when the discussions took place? One question I would like 
ask is this: It was mentioned in one letter that Colonel Delanoy 
ead here that the proceedings for procurement would be suspended or 
stponed or stopped pe nding decision. 

Mr. Lowers. The Ordnance Corps received a directive from Staff 
ilso addressed to the Corps of Engineers dated May 28. It was 

tually received in the Ordnance mail room on the 29th and in the 
{ction Office a couple of days later, directing that the supply action 
e suspended on these items. My file does not show, but my personal 

ollection is that I then discussed informally with members from 
Staff and also with the engineers the meaning of the words “suspend 
upply action.” The engineers stated they did not intend to cancel 
their requisition on us for the vehicles pending a resolution of the 
offshore question. 

Since we had at that time the proposals out to the manufacturers, 
most of the work in preparing the bids had been accomplished, so we 
determined we would follow through and permit them to submit their 
bids on the 9th of June, as scheduled. 

Senator Frreuson. What was the previous date? 

Mr. Lowers. The bids went out on the 11th of May, and were due 
in to the Tank Automotive Center on the 9th of June. 

Senator Frrcvson. When did you get word to suspend ? 

Mr. Lowers. Approximately at Ist of June. 

Senator Frreuson. If you had suspended then you would have 
saved these people some money. 

Mr. Lowers. That is questionable, Senator. By that time it was 
near enough the opening date that most of the expense in preparing 

bids had been already expended. 

Senator Ferguson. But you could not necessarily tell that. 

Mr. Lowers. No. Not positively, but our reasoning went something 
like this. The funds were due to expire the end of June. 

Senator Frreuson. We on the Appropriations Committee know 
what that is. We know how you want to commit it. You do every- 
thing you can to get all of these commitments made so as to use up 
the money. 

Mr. Lowers. If I may say so, it was not in this case a question of 
using up the money. It was a question of buying the vehicles. 

Senator Frrevson. It was a question of committing it so it would 
not expire. 

Mr. Lowers. That is correct. 

Senator Frereuson. Go ahead. 

Mr. Lowers. We had given the job of buying the vehicles. We 
reasoned since it was a negotiated procurement it usually takes some 
time after the bids are received, and usually requires further dis- 
cussions with the manufacturer. If we had notified the manufac- 
turers around June 1 that the procurement had been suspended and 
had been a few days later advised that offshore procurement was not 
feasible, we would not be able to submit the procurement. 

Senator Fercuson. Before June 30. 

Mr. Lowers. Before the expiration of the funds. 

Senator Frerauson. That is right. 
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Mr. Lowers. So we decided it would be in the best interests of all 
concerned to let the bids come on in, and our people would go ahead 
and evaluate them, and we would hold off making an award until we 
were advised one way or another on the offshore procurement. 

Senator Frereuson. All right. Now we go back to Mr. Stassen’s 
place in this. Did not the General Accounting Office find that there 
were millions and millions of dollars committed under your inter- 
pretation of commitment, and Mr. Stassen’s commitment, and the 
GAO disputed those commitments? And was not that the kind of an 
item we are talking about here? Would not this have been considered 
as a committed item so that it would not expire on June 30% Even 
though it was suspended / 

Mr. Lowers. At the Ordnance level I can only answer that the 
money—it is a question of obligation, and the money is not obligated 
for expenditure until the contract is signed. 

Senator Frereuson. But when was it committed in the minds of 
the Ordnance? 

Mr. Lowers. It was never committed. 

Senator Frrcuson. It was never committed ? 

Mr. Lowers. That is correct. 

Senator Frreuson. So under your ruling as well as the GAO, this 
would have expired ¢ 

Mr. Lowers. Yes,sir. So far as we knew at that time it would have 
expired at the end of June. 

Senator Frereuson. Was this one of the so-called committed items? 

Mr. Lowers. I do not understand what you mean. 

Senator Frercuson. When Mr. Stassen sent it over to you to be pro- 
cured, it was considered as committed ? 

Mr. Lowers. That could be, but legally the funds are not allotted, 
and expire unless they are actually obligated by a contractual docu- 
ment. 

General Russreiu. I think I may throw a little light on this. 

Senator Fercuson. Will you do that? 

General Russeti. I will try. It is not the type of item that the 
GAO survey, or the type of obligation they objected to. This money 
was never reported as obligated. After this had been signed it would 
have been a perfectly legitimate obligation under the old or new rules 
whereby we operate. But it was an entirely different type of item 
than the GAO was particularly concerned with. It was the type of 
obligation where, as you recall, on an item that is to be furnished from 
stock, the money is recorded as an ob ligation for that, even though 
immediate delivery of the item is not foreseeable. That was the type 
of obligation the GAO objected to so strenuously and, of course, which 
has been eliminated from the system. 

But this, if it had been—if the contract was consummated, would 
have been a perfectly valid, legitimate obligation. 

Senator Fercuson. Where one higher up department suspends an 
obligation, should it be continued then in the discretion of the Ord- 
nance Department, and money expended on it ? 

General Russexy. Sir, I think the Ordance has a pretty good depart- 
ment 

Senator Frrcuson. If that had been accomplished, these bids would 
never have been put in and we would not be sitting here today if the 
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Ordnance had followed the instructions to suspend this bid. This con- 
actor is objecting. One of his real objections is that at the time he 
S § yut in his bid the military authorities knew, or had reason to know, 

‘hat they were not going to procure this item in America and were 
croing to procure it offshore. ' 

General Russe. I believe we must clarify that point. 
Senator Ferauson. But isnot that the contractor’s claim ? 
General Russevu. I believe that is his claim. Yes, sir. But I be- 


eve his claim errs in that the decision to place this on offshore produc- 
on and not place it in the zone of interior was made on the 20th of 
June, as indicated by Mr. Higgins. It is true that the question had 
wen raised. But the feasibility of procuring this offshore was being 


vestigated in accordance with the directives from Defense; and, as 
far as G-4 was concerned, from the Assistant Secretary of the Army. 
But certainly it was not until June 20 that the decision was reached 
that this would not be placed in the continental United States. 

Senator Frercuson. For the benetit of small manufacturers—and this 
will apply to larger manufacturers—what are we going to do to protect 
heir interests in making bids when as a matter of fact the policy is not 
to let that contract in America at all, but the policy is to let it abroad ; 
ind when the purpose of getting American bids is not to give it to 
\merican contractors, but to get a price upon which you can determine 
whether or not that contract is to be let in a foreign country? Be- 
cause, you commit it on the basis of the cost here plus the cost of trans- 
portation. 
~ Will you explain that ? 

General Russeii. I will try. I think we might have misled you 
earlier. It is not normal procedure, nor was it done in this particu- 
lar case, to solicit bids overseas and in the continental United States 
for the same item. It is originally determined when a requirements 
program is prepared, whether the individual item will be placed on 
offshore production or in the continental United States. 

I think this case is very exceptional in that in the course of the 
normal procuring action, where we had previously determined it 
would be procured in the ZI, various elements entered into it which 
caused the change from the ZI source to the offshore source. 

Normally those elements are considered when the program is ini- 
tially prepared. And concerning this item, if the considerations that 
caused the decision later had been injected in the preparation of the 
program, it would have been initially put on offshore, and there would 
have been no solicitation of bids. 

I think this is a very unusual case. 

Mr. Lowers. I would like to make a further point that in this case 
these prices which were solicited at the Tank Automotive Center had 
no influence on the offshore procurement, and the prices to this date 
had not been even expressed to the military in Washington. 

So, these prices were not used in any way as a determination to pro- 
cure offshore. 

General Russett. Mr. Sacks asked that I try to explain that our 

: present offshore pricing policy is the United States cost plus the trans- 
portation cost. That is determined not by obtaining bids on a par- 
ticular procurement, but by the weighted average of contract prices 
for the preceding 6 months. 

Senator Fercuson. So I had the impression. 
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General RusseL.. That is, if you thought we solicited offshore and 
in the United States on the same item. 

Senator Frerevson. The evidence seems to line up to the fact that 
this is what you are doing, and I thought it was a very unfair practice 
to American contractors to use them as a kind of determination of 
costs. 

We are glad to get that cleared up. 

General Russeii. I certainly hope it is cleared up because we do 
not-—— 

Senator Frrauson. Because as I understand it, each one of these bids 
costs considerable money. 

General Russe... Yes, sir. 

Mr. Forsytue. You said at the time, General, you didn’t know it 
was going into offshore procurement. 

General Russery. At what time? 

Mr. Forsyrne. And by the same token you did not know it was 
going to be made in the United States either, did you ¢ 

General Russert. You mean when the requirement was initially 
put on the program ¢ 

Mr. Forsyrue. Let us say when the question first came up on off- 
shore procurement, which we have established now was either shortly 
before or shortly after May 11, 1953. If that question is being dis- 
cussed then you were not certain or you were not sure that the con- 
tract was going to be let in the United States either, were you? 

General Russett. Obviously the Army had every expectation of 
letting this contract in the United States until, as far as the official rec- 
ords are concerned, we received this memorandum from Mr. Kyes 
that was read, on the 22d. AsI said before, we have a program which 
has too many items on it. One column after this program has source 
of procurement, ZI; or offshore. And this item had been all along 
carried on our rolls as offshore. 

Mr. Forsyrur. But at the time it was raised, you were not 100 per- 
cent sure it was going to be bought in the United States? 

General Russetu. Obviously as soon as it was raised we were cer- 
tainly not sure. 

Mr. Forsyrne. Is there any difference between a supply action and 
a procurement action?’ I noticed G—4 uses the term as stated here, 

“suspend or cancel supply action.” Is there a distinction between a 
supply action and a procurement action ? 

General Russet. The Army dictionary, which I think is the official 
guide in a case like this of semantics, defines supply as “procurement, 
distribution, maintenance, and supply.” 

Mr. Forsyrur. So that procurement is a part of the supply action ? 

General RusseLy. Procurement is a part of the complete supply 
action. 

Mr. Forsyrue. I am going back to the point again that if the pro- 
curement action had been suspended we might not have had this situa- 
tion which arose. ; 

General Russet. I think we must face the fact that the suspension 
has a very definite meaning. It means it is not canceled. It means it 
may very well be reinst: ated which, of course, was the only thing we 
knew at that time. I think the Ordnance has explained why they do 
not feel when they get a suspension, since they may be called on to re- 
instate that requirement in any manner, they do not feel they should 
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call everything off. Because then they would be in a position of not 
being able to fulfill their commitments if the decision went the other 
way. 

Colonel Wurrenovse. I will merely verify what has been said in 
that respect. We feel very strongly in a case of this nature where the 
requirement existed as far as we were concerned and there was a 
peraie requirement for the procurement of a number of items, and 
the time element existed there as far as we knew as to the funds that 
we could obligate. In order to accomplish that it was necessary for 
us to proceed in our negotiations up to the point of signing or making 
an award. That is where we stopped and suspended action until a 
decision was made as to whether it would be procured in ZI or off- 
shore. The decisions were made almost concurrently. 

We held negotiations with the bidders on the 22d of June. Ord- 
nance was notified on the 23d of June that the procurement had been 
canceled for ZI. 

Mr. Forsyrue, I have one further question on procurement prac- 
tice. Mr. Bowers as part of his complaint stated he did not feel after 
experience with other orders from the military which he fulfilled suc- 
cessfully, that the delivery schedule in this particular contract was 
realistic. 

Do you have any trouble with realism in delivery schedules? Is 
that something that is troublesome to you ? 

Colonel Wutrenouse. That is always a problem. The delivery 
schedule in this particular contract, as I recall it, called for delivery in 
approximately 6 months. I believe the longest lead time item or com- 
ponent of that er was the axle, which ‘T think had a lead time of 
tor 5 months, or 150 days. It is possible to accomplish those delivery 

‘hedules as edd in the ete 

Mr. Forsyrue. Then you feel it was a realistic delivery schedule? 

Colonel Wurrenouse. I think it was possible of accomplishment. 
Yes. 

Mr. Forsyrue. It was not pushing them at all? 

Colonel WurrrHousr. They would have to be a good contractor to 
meet it. Yes. They could not be sloppy. 

Mr. Lowers. I think it is significant, Mr. Forsythe, that both of the 
bidders who were being negotiated with promised delivery in 150 days, 
or 5 months. 

Mr. ForsyrHe. So if that trouble ever came up as to the delivery 
schedule, could the businessman discuss it with you ? 

Colonel Wurrenouse. Those were the points that were discussed, 
and the reason, or one of the many reasons for calling these people 
in. Is that correct, Mr. Maxinoski? 

Mr. Maxtnosk1. That is correct. There were a lot of engineering 
problems to be clarified. 

Mr. Lowers. The parties were asked to show their best delivery if 
they could not meet the delivery requested. 

Mr. Forsyrue. We occasionally get complaints on deliveries and 
we want to know whether or not there is a problem, and if it is being 
solved and treated fairly in the Government departments. 

Senator Frrauson. As you gentlemen are concerned with offshore 
procurement I would like, as chairman of this subcommittee, to ask 
that you furnish us with a detailed statement, marking that part of it 
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which is security and that which is not, of your reanalysis of this in 
the light of unemployment in America.‘ 

General Russeiy. Yes, sir. 

Senator Fercuson. I know we will need that also on the Foreign 
Relations Committee when we go into the question of foreign aid. 
Then we will need it also in the Appropriations Committee when we 
go into the question of appropriations. 

Mr. Sacks. Mr. Chairman, if I may say a word? I am Mr. Sacks 
from the Department counselor’s office. 

I think your question might be one that would be more appropri- 
ately answered by the Secretary of Defense’s Office, which lays down 
basic policies. I think Colonel Delanoy here could provide that an- 
swer for you. 

Senator Frreuson. You will send a letter to the Secretary of De- 
fense? Iam glad you called that to my attention. In other words, 
itisa higher policy than yours / 

Mr. Sacks. That is right. 

Senator Ferauson. Colonel Delanoy, could you carry that message ? 

Colonel Detanoy. Yes, sir. I am quite sure we could provide that. 
There is a directive in being on that. 

Senator Ferauson. Will you see that we get that? 

Colonel DeLanoy. Yes,sir. I will make certain that you do. 

Mr. Forsyrir. Just to set the record straight, Mr. Maxinoski, you 
did not give any impression to Mr. Bowers of Detroit that he was 
voing to get the contract, did you? 

Mr. Maxtnoskr. No, sir. 

Mr. Forsyrue. You were just discussing the contract in general ? 

Mr. Maxinoskt. That is right. 

Mr. Forsyrue. So if he got any ideas there was no—— 

Mr. Maxinoskt. If he got ideas it was not from Procurement. 

Senator Frerecuson. That is all. We will recess until tomorrow 
morning at 10 o’clock. 

(Whereupon, at 11:20 a. m. the hearing was recessed until 10 a, m. 
of the following day, Thursday, March 25, 1954.) 


* Information retained in committee files. 
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THURSDAY, MARCH 25, 1954 


UnIrTep States SENATE, 
SeLect CoMMITTEE ON SMALL BUSINESS, 
SUBCOMMITTEE ON Military ProcuREMENT, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:15 a. m., in room 457, 
Senate Office Building, Senator Homer Ferguson presiding. 

Present: Senators Homer Ferguson (presiding) and Guy M. 
Gillette. 

Also present: Robert A. Forsythe, chief counsel, and William D. 
Amis, professional staff member. 

Senator Frercuson. Will the witnesses please raise their right hands 
to be sworn ? 

Do you solemnly swear in the matter now pending before the com- 
mittee you will tell the truth, the whole truth, and nothing but the 
truth, so help you God? 

(Chorus of assents. ) 

Senator Frereuson. I understand Senator Gillette has been here. 
[ have been in the appropriations meeting this morning. He suggested 
we take the testimony, and I will take it under the condition that 
before it becomes part of the official record it will be submitted to 
the members of the subcommittee. 

Now we may proceed. 


TESTIMONY OF COL. W. C. CROW, CHIEF, LEGISLATIVE COORDI- 
NATION BRANCH; A. C. LAZURE, CHIEF, LEGAL OFFICE; REY- 
NOLDS BENNETT, LEGAL OFFICE; GEORGE L. NOBLE, JR., SENIOR 
SMALL-BUSINESS SPECIALIST OF THE ORDNANCE CORPS; LT. COL. 
S. B. ROTHARMEL, CHIEF, ORDID-P; LT. COL. J. E. MITCHELL, JR., 
ARTILLERY BRANCH, INDUSTRIAL DIVISION; J. F. RHODES, 
ARTILLERY BRANCH, INDUSTRIAL DIVISION; E. A. MUNYAN, 
ARTILLERY BRANCH, INDUSTRIAL DIVISION; P. S. KOUSAN- 
DREAS, ARTILLERY BRANCH, INDUSTRIAL DIVISION; ALL OF 
OFFICE, CHIEF OF ORDNANCE; COL. JOHN STARK, DEPUTY 
DISTRICT CHIEF; FRANK B. KERR, CHIEF, INDUSTRIAL DIVI- 
SION; MELVIN SUNDSTROM, CHIEF, ARTILLERY AND SMALL 
ARMS BRANCH, INDUSTRIAL DIVISION; CARL V. ECKHART, 
CHIEF, ARTILLERY AND SMALL ARMS BRANCH, INSPECTION; 
GUY W. GOODWIN, RESIDENT INSPECTOR OF ORDNANCE 
MATERIALS; ALL OF SAN FRANCISCO ORDNANCE DISTRICT; 
A. ROE, CHIEF ENGINEER; AURA FURNAS, PROJECT ENGINEER; 
ROBERT M. RUDD, LEGAL DIVISION; ALL OF ROCK ISLAND 
ARSENAL; LEO LONCRINI, CHIEF ENGINEER, SPRINGFIELD 
ARMORY; AND F. J. LOGIUDICE, WATERVLEIT ARSENAL 


Mr. Lazure. Mr. Chairman and Counselor Forsythe, my name is 
Albert Lazure. I am the Chief of the Legal Office in the Office, Chief 
of Ordnance. 

87 
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We have here this morning representatives of our Springfield 
Armory, Springtield, Mass.; our Rock Island Arsenal in Rock Island, 
Ill.; our Watervliet Arse nal, Watervliet, N. Y.; our San Francisco 
Ordnance District; and of the Office, Chief of Or dnance, Washington, 
D. C. 

The Senate Small Business Committee has requested the presence 
of these representatives by reason of a complaint of a Mr. E. J. Vagim, 
who has contracts with us under the name of Vagim Machine & Engi- 
neering Co. These contracts are with the group that I just men- 
tioned; that is, Springfield Armory, Rock Island Arsenal, and Water- 
vliet Arsenal; and they are administered by our San Francisco 
Ordnance District because Mr. Vagim’s plant is located in Fresno, 
Calif., and that is in the geographical area of our San Francisco 
Ordnance District, who administers the contracts for these sets of 
arsenals. 

We have filed with the committee a general report of our contract 
relationships with Mr. Vagim, and we have also filed with the com- 
mittee the detailed background as to the particular contracts on which 
I understand Mr. Vagim has made certain complaints. I think that 
they will be as revealing to the committee as they were to me when 
I first read them, because they do indicate a small-business trans- 
action throughout its entire course in the Ordnance Corps. 

The file does reflect two situations which might be classified per- 
haps as inherent weaknesses of our system. I think myself that 
they are inherent to any large-scale procurement program.’ 

Senator Ferauson. Do you suggest in your reply any way to correct 
the situation that exists in this particular case? 

Mr. Lazure. Yes, sir. We do. 

Senator Frercuson. And possibly in other cases? 

Mr. Lazure. Yes; we do, Senator. 

Senator Frereuson. What are those suggestions that can cure the 
errors ¢ 

Mr. Lazvure. If I might reveal the two situations I will be glad 
to state the suggestions we have. The two situations are these: 
That we have in our system 325,000 line items, and we have back 
of those line items spec ifications, drawings, packaging requirements, 
and technical administrative data covering these items. These speci- 
fications and this data are not always current; nor are the Seve of 
our technical, administrative, and other people who administer the 
things always of the highest order. 

The second fact is that our contractors, both large and small, are 
not always as responsive and responsible and as competent as their 
initial prospectus and statements they make to us on getting con- 
tracts would indicate. That is not to indict either large or small 
business, because during the past 3 years we have in the Ordnance 
Corps over 800,000 procurement actions with both large and small 
business, and I might say that the Ordnance Corps is in the final 
analysis this segment of American industry that performs our con- 
tracts. ‘They are our arsenals, Senator. 

With those two facts in mind, I would like to go into one further 
point, which is that back of any of our programs, or any of our 


1 See appendix I, p. 471, for supplemenial report of Army Ordnance contractual relations 
and activities with Mr. E. J. Vagim. 
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contracts, there are four factors, and they are differential calculus 
of the highest order. They are present in every case. We have 
requirements; we have moneys; we have authorities; and we have 
limitations on our actions in every contract action. 

We will show how they come into this case and why sometimes we 
do things for which we might be and we are criticized. 

One brief statement on requirements. The requirements are car- 
ried out in contract form by a series of specifications. So within the 
Vagim contracts, for example, there might be 3 specifications of the 
10 in the hierarchy of specifications, or there might be drawings and 
technical data in the contract itself. As a matter of fact, in his con- 
tracts with us there are all of these. 

For that purpose we have prepared for the committee this state- 
ment which goes into our general relations with small business; our 
background with the Vagim Co.; our ordnance district administra- 
tion office contracts; and the 4 contracts, or the 3 contracts and the 1 
award which Mr. Vagim has protested. 

With that, Senator, I think perhaps I am open to any question 
that you might have, and we have our other witnesses who can go 
into the details of any of this particular contract action. 

Senator Ferguson. | will receive your entire statement in evidence 
so that it will be in its whole. 

Mr. Lazure. All right, sir. 

Senator Fereuson. But we would like to get at present from the 
people who are here and for the committee some of the things that 
would enable us to do a better job in procurement as far as con- 
tracts are concerned. I realize that as you say they are large and 
small. Larger manufacturers may have certain engineering facili- 
ties that the smaller ones do not have. 

Mr. Lazure. Yes, sir. 

Senator Fereuson. They have certain administrative facilities that 
smaller ones do not have. 

Mr. Lazure. Yes, sir. 

Senator Frercuson. For instance, the delegation of authority by a 
large company to one officer, who may spend all of his time on a par- 
ticular job, is one thing. But when you go into a smaller company 
you find that the only managerial man they have has to spend all of 
his time on working out the details of the contract with the Govern- 
ment, and then he does not have any time to supervise it. So those 
things must be recognized. 

If there is a cure as far as the ordnance is concerned we ought. to 
try and arrive at it. Do you recognize those things? 

Mr. Lazure. Yes, sir. I think we recognize them and I think this 
file will reflect we have assisted this contractor. I think it is re- 
flective of what we have done with small business generally. 

Let me point out some things. In the first place, this contractor 
got this series of contracts which are indicated on a table in our gen- 
eral statement on page 4, by reason of a small-business specialist in 
our Los Angeles Ordnance District. 

Senator Frrauson. One thing that is very difficult in this case to 
understand is that when you signed the contract the man is in default. 

Mr. Lazurp. I think that is only true in one case. 

Senator Frercuson. Yes. 
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Mr. Lazure. And I think when that contract was signed this con- 
tractor already had a letter in his possession from our Rock Island 
Arsenal in the particular contract involved which stated to him before 
he signed the contract that the contract schedule would be changed. 

The only reason why the contract schedule in the contract was not 
changed was that it was physically located in the Los Angeles district, 
and not the Rock Island Arsenal. But this contractor was on notice 
and he both received and signed letters back to us indicating he knew 
we had already changed that contract schedule. 

I will not say this does not happen. In 800,000 procurement actions 
we sometimes find our requirements people moving in ahead of our 
contract administrative people. And the chain of events which is 
necessary to do this occasions that. But in this case that is not so. 

Senator Fercuson. In this particular case you were in a great hurry. 

Mr. Lazure. Yes, sir. 

Senator Fercuson. You specify it before you got the contract signed, 
and we find 2 years later, or almost 2 years, that the contract isn’t 
filled yet. 

Mr. Lazure. That is right. 

Senator Ferauson. And has not been canceled. 

Mr. Lazure. It is under consideration for canceling. There are 
three reasons why it has not been canceled. One, we feel in all fair- 
ness to small business that we should attempt to keep them going. 

Two, we want the items; and, three, we had put ourselves in a 
position with this contractor so that to withdraw would have meant 
we would not have received our money back either in the form of the 
hardware itself or in the return of our money. So in essence we car- 

ried this contractor along for that exact reason. 

Senator Frercvson. Have you personal knowledge in this particular 
case, 

Mr. Lazure. I have personal knowledge from the records that were 
brought into the office. I do not have personal knowledge with regard 
to Mr. Vagim, because I never met the gentleman. But we do have 
here Colonel Stark and others of our people who have personal know]- 
edge of all the events and our records. 

Senator Frercuson. Is there anyone here who actually had contact 
with this man ? 

Mr. Lazure. Mr. Kerr. 

Senator Fercuson. From the arsenals, or from San Francisco or the 
Los Angeles District ? 

Mr. Lazure. Yes, sir. Mr. Loncrini is here from our Springfield 
Arsenal. 

Senator Fercuson. Will you come up and take a chair. Where do 
you come from ? 

Mr. Loncrint. Springfield Armory. 

Senator Frreuson. Did you actually deal with Vagim? 

Mr. Loncrtnt. No. I had no personal dealings with him directly. 

Senator Frereuson. Is there anybody here who dealt with him? 

Mr. Loncernt. Not from Springfield Armory. 

Mr. Lazure. By “dealing” do o you mean personal relationships? 

Senator Ferauson. Yes, on these contracts. 

Mr. Lazure. Mr. Sundstrom would be the administrator of our—— 

Senator Fercuson. Will you give your full name? 








on- 


Tre 
ad. 
ot 
Ct, 
ce 
Ww 


MILITARY PROCUREMENT PROGRAM, 1954 91 


Mr. Sunpstrom. Melvin B. Sundstrom, Chief of the Artillery and 
Small Arms Branch, Industrial Division, San Francisco Ordnance 
District. 

Senator Fereuson. What are your duties? 

Mr. SUNDSTROM. I administer the engineering and negotiating 
business of the San Francisco Ordnance District. 

Senator Frercuson. When did you first get knowledge of this 
contract ? 

Mr. Sunpstrom. Upon the transfer of the contracts from the Los 
Angeles Ordnance District to San Francisco Ordnance District. 
Senator Frereuson. Then you had charge of it all the time? 

Mr. Sunpstrom. Yes, sir. There are three contracts. 

Senator Frerevson. Yes. But you had charge of these three con- 
‘acts. Is that right? 

Mr. Sunpstrom. That is correct. 

Senator Frrauson. Have you read what the witness Vagim said? 
Mr. Sunpstrom. No; we have not. 

Senator Ferauson. Do you know what his claim is? 

Mr. Sunpstrom. Well, generally we do. Yes, sir. 

Mr. Lazure. We did not have a transcript of the record, Senator, 
but we had people over here and they have discussed the matter 
with us. 

Senator Frrcuson. The trouble is now we never quite get to the 
core of the thing. You never quite get to the bull’s-eye. You have 
not read the record. How can you answer a record that you have 
not read ? 

Mr. Sacks. Senator Ferguson, we asked the committee to make 
available to us the transcript and originally it was stated that could 
be done. Later on it apparently proved impossible for the commit- 
tee to have done that for us. 

Mr. Forsyrue. I will explain that. I do not accept that as an 
excuse. I called you in plenty of time before this hearing, and I 
explained after the initial conference that we had four copies of our 
record of our transcript. One was an original that has to stay in 
our Office, according to our rules. The others are floated among the 
Senators and myself. The understanding was very clear that we 
could not under those circumstances release a record from here in 
time for you to prepare a case. In all previous years your Depart- 
ment has purchased your own records, and I do not think it is quite 
fair for you to come over here and excuse this on the grounds that 
it is the blame of the committee or the committee’s staff. 

Mr. Lazurr. We understand the record and the complaints. 

Senator Frrauson. You couldn’t purchase this record, could you? 

Mr. Sacks. Yes; we could, Senator. But we did have a couple or 
three representatives here and we think on the basis of their notes and 
their observations that we understand the various complaints Mr. 
Vagim made. The presentation we have filed with the committee, 
in our judgment, answers these \ var ious allegations. 

I want to make it clear, Mr. Forsythe, I am not trying—lI did not 
talk with you about that. It may be you talked with other people in 

the Army and because of bureaucratic channels we just did not get 
that thing straightened out. 

Mr. Forsytne. It has been quite clear and I think jt has been over 
the course of the years. 
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Mr. Lazure. I think, Senator, if I might add this, our general out- 
line followed the statements of our representatives back 7: ‘me as to 
what transpired on March 17 before the committee by Mr. Vagim. 

Senator Frrcuson. But if you don’t actually know the complaint of 
the man and what the committee has heard it is very difficult to 
reply to it. 

Mr. Lazurr. We actually do know the complaint as explained to 
us by our witnesses here. Mr. Noble was here. 

Senator Fereuson. What is your idea then as to the complaint? 

Mr. Lazure. The first complaint I had was he was not awarded a 
contract by Watervliet Arsenal, although he was low bidder ; and that 
he felt that the failure to award that contract to him as low bidder 
was contrary to the best interests of the United States. 

That iscomplaint No. 1, as we have it in our file. 

Mr. Forsyrue. Right there, on the record the other day—— 

Senator Ferguson. Let him speak. 

Mr. Lazure. The second complaint, as I understood it, was that in 
his relations with our Los Angeles district he was treated very well, 
but on the transfer of the contract administration activities to the 
San Francisco Ordnance District there apparently came up a treat- 
ment of him by our personnel there that was not as favorable either 
to him or to the interests of the United States, by reason of which he 
was not able to perform his contract satisfactorily. 

The third complaint was that with respect to three particular con- 
tracts he was not treated rightfully, in that certain changes and waivers 
and deviations he had requested from time to time were either not 
granted or were not granted in sufficient time, which occasioned him 
to have to travel to the arsenals to get information and procedural 
matter and data himself. 

The next complaint, as I understand it, is that in a particular item 
which he manufactured for our Rock Island Arsenal, a leg which goes 
ona machinegun mount, that the drawings and spec ifications furnished 
to him, or the drawi ings furnished to him were not satisfac tory either 
in dimensional detail or other data, so that if he made it according to 
those drawings he would be making an item that would not work. 

I understand from my witnesses that he had here examples of his 
workmanship in the form of these tripod legs which, when demon- 
strated, did not work. 

Senator Fereuson. Let us take the last one. Is that all? 

Mr. Lazure. That is as I understand the complaints. 

Senator Frereuson. All right. Let us take the last one. Where 
is the man who has personal knowledge of that, that it would not have 
worked if he made it according to specifications ! 

Mr. Ror. Archie Roe, supervisor of the design section at Rock 
Island Arsenal. 

The particular leg section that is in question has been manufactured 
for years. All during the war those specifications and drawings 
were used. We admit that there is a borderline case in the very 
slight interference that Mr. Vagim has demonstrated to us. We have 
taken steps to correct that on the drawings. We also feel that 

Senator Frrcuson. Right there. When did you first get the com- 
et that if it was made according to the drawings it would not 
work ? 
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Mr. Ror. Mr. Vagim visited the arsenal I think in October 1953. 
At that time he demonstrated the interference to us with models. 

Senator Fercuson. He showed you it would not work. When were 
the plans and specifications changed ? 

Mr. Ror. They were changed immediately. 

Senator Fercuson. On what date ? 

Mr. Ror. I might state, Senator, that this interference is a border- 
line case. 

Senator Frrevson. All right. If he had furnished it would you 
have accepted it when it didn’t work ? 

Mr. Ror. With good workmanship we probably would have. 

Senator Frreuson. If it would have worked you would have ac- 
cepted it. Is that right? 

Mr. Ror. We would have accepted it. 

Senator Fercuson. But if it didn’t work you would not have ac- 
cepted it? 

Mr. Ror. The samples that were demonstrated—for instance, as 
I understood it, he had considerable welds—— 

Senator Fercuson. With those samples and that interference would 
you have accepted it as compliance with the contract ? 

Mr. Ror. We would have accepted them according to the drawings. 
Yes, sir. 

Senator Frrevson. And if they would not have fit together you 
would have accepted them. Is that right? 

Mr. Ror. It isa borderline case. In some cases it would have caused 
an interference, we believe, and in others we believe it would not. 

Senator Frereuson. All right. Under those circumstances would 
you have —— the produce and paid for it ? 

Mr. Ror. We probably would have. Yes, sir. 

Senator Fercuson. Not probably. How can a man operate on the 
words “probably would have”? Suppose you would not have? 
Then he would have had them all manufactured and you would have 
turned them down. That is what is wrong here, gentlemen. 

Mr. Lazure. Senator, might I say—— 

Senator Frreuson. Here is the man who knows. 

Mr. Lazure. He does not accept them. 

Senator Frrevson. What is his job? 

Mr. Lazure. Design engineering at Rock Island Arsenal. If draw- 
ings and specifications require change, our San Francisco district 
returns the data on that to Rock Island Arsenal and Mr. Roe reviews 
it. If he believes that the review indicates a change necessary in the 
drawings, again he notifies our San Francisco Ordnance District, 
who advise the contractor; but the district in the administration of 
that contract administers it according to the drawings and specifica- 
tions in the hands of the contractor and under the contract terms 
under which he is obligated to perform. 

Senator Frrevson. Yes. But you have an inspector at his plant? 

Mr. Lazure. That is right. 

Senator Frrevson. Who said he would not accept it. 

Mr. Lazurr. No, sir. The only reason for objection 

Senator Fercuson. Is Vagim here? Let us ask him? 

Mr. Vacrm. Yes, sir. T am here. 

Senator Ferevson. Will you come up, please ? 
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Mr. Vagim, was I wrong in the impression I got that your inspector 
would not accept these if | they did not work, even though they were 
in line with the plans and specifications ¢ 


TESTIMONY OF E. J. VAGIM, VAGIM MACHINE & ENGINEERING 
CO., FRESNO, CALIF. 


Mr. Vacim. He was—under the terms of the contract it was neces- 
sary for him to take a pilot lot and inspect it, accept it, send it to the 
arsenal for their approval. The first pilot lot that we » furnished and 
was forwarded to the arsenal for their approval was rejected because 
of this interference. 

Senator Frrauson. Did he tell you? It was my understanding he 
told you then that they could not accept these things. 

Mr. Vacim. That is correct. 

Senator Frrcuson. Because there was an interference. 

Mr. Vacrm. That is correct. 

Senator Frreuson. And that he had no power to change the 
contract. 

Mr. Vactm. The inspector never has the authority-—— 

Senator Fercuson. But I say he told you. 

Mr. Vacrm. That is right. 

Mr. Lazure. I think Mr. Vagim and we have slightly different ver- 
sions of that particular point. When the pilot lot went through our 
San Francisco Ordnance District to our Rock Island Arsenal and 
was rejected, it was rejected for a number of reasons and not merely 
this interference. 

Senator Frrecuson. Was the interference raised ? 

Mr. Lazure. At the time of presentation of this original lot, as 
I understand it from our people, and they are here, this point of inter- 
ference was not raised at all. The rejection was based on poor work- 
manship in the form of welds, and in general, as I get it from our 
people, very sloppy work. 

Senator Frrauson. Have you anything in the record ? 

Mr. Lazure. Yes, sir. We have. 

Senator Frrcuscn. Show us where it was not rejected for that 
ground that they did not fit. Have you your letter there? 

Mr. Vacrm. Yes, sir. Ithink I have. I am going to look for it. 

Mr. Lazure. I think our item 103, in our file of that contract, indi- 
cates the first action of rejection. 

Senator Frreuson. Read what it says about the rejection. All 
right. 

Mr. Sunpsrrom. I am Mr. Sundstrom, Chief of the Small Arms 
and Artillery Branch of the San Francisco Ordnance District. 

This is a letter from the Rock Island Arsenal dated the 14th of 
May 1953. 

Senator Frreuson. 14th of May? He said he sent them up there 
in October. 

Mr. Scnpstrom. Well, there was more than one submission. 

Senator Frereuson. Well, give us the first submission. 

Mr. Sunpstrom. This is the first submission. 

Senator Fercuson. Wait a minute. The gentleman back here at 
the table said this came to his attention in October. 
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Mr. Lazure. That was the first on interference. The first sub- 
mission 

Mr. Ror. According to our drawing here, Senator, the new design 
was put in, that is, the design eliminating the interference, was put 
into the picture November 25. 

Senator Frrcuson. In October he came to you about this design and 
said that there was an interference. Is that correct / 

Mr. Ror. That is right. 

Senator Frercuson. And you were at the Ordnance. Is that right? 
At the arsenal ? 

Mr. Row. That is right. At the Rock Island Arsenal. 

Senator Frrauson. And you put through a change in your drawings 
on November 24 or 25? 

Mr. Rog. 25. 

Senator Frrcuson. The 25th of November. When did you send 
that through the Ordnance in San Francisco? 

Mr. Ror. According to the procedure at the arsenal we issue those 
practically the same day. 

Senator Frrcuson. So that it would go immediately ? 

Mr. Ror. However, the drawings go down to the Planning Depart- 
ment. They have to determine whether there is money for the partic- 
ular change. It goes on down to the Print Distribution Section, and 
eventually goes out to the district. Just how long that procedure takes 
I am not in a position to say. 

Senator Fercuson. How long do you think it takes? 

Mr. Rog. It could take anywhere from 1 to 2 weeks. 

Senator Frrauson. One to two weeks. Then this would really be 
held up from the time you learned about it in October until November 
25, and then about a maximum of 2 weeks after that ? 

Mr. Ror. I might add, Senator, that this change we put through 
is not necessary to the processing of that particular contract. The 
parts that they would have could be very easily made usable by a slight 
filing operation, and we have found it has been done on some of the legs 
that are installed. 

Senator Fereuson. Do you know whether the inspector would accept 
that ? 

Mr. Ror. I don’t know. 

Senator Frrcuson. Suppose he did not? The thing that puzzles 
me, I must say frankly, is why in a standard article like this that you 
have been making, could such a defect exist in your plans and specifica- 
tions. You talk about filing them, and so forth, to make them fit. 
Why did not somebody immediately make these specifications so that 
they worked without this defect and without this borderline case, as 
you express it ? 

Mr. Lazure. Senator, may I answer that? 

Senator Frereuson. Well, you are a lawyer. If you can answer it, 
go ahead and answer it. 

Mr. Lazure. I think it brings out a point I brought out before. 
We have in our system millions of drawings and thousands of speci- 
fications. To translate changes in those which will require additional 
moneys being placed in contracts, and that sort of thing, is not simply 
just a matter of Mr. Roe calling up San Francisco Ordnance District 
and saying, “I have today approved engineering drawing change such- 
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and-such requested by a contractor,” because the contractors are always 

coming in and asking for changes which will make it more convenient 
for them to substitute less expensive materials, and thus use less over- 
head and less workmanship. 

Senator Fercuson. All right. I will ask Roe. Did this change in 
your opinion increase the cost of this contract for the making of this 
leg. Would making the drawing so that you could make a leg that 
fitted increase the cost of the leg, Mr. Roe? 

Mr. Ror. I do not believe so. It would certainly increase the cost 
of the leg very slightly in order to put a machinegun on there, to elimi- 
nate the interference. However, it would not necessitate making all 
the legs over. 

Senator Frreuson. But in the future, and as to the legs to be made 
in the future, would a leg made from a drawing that would fit cost 
more than one from a drawing that would not fit ? 

Mr. Ror. No, sir. 

Senator Fercuson. Then we do not have a cost factor in this case 
at all, have we? 

Mr. Roe. I would not think so. 

Senator Frereuson. Have all future drawings for this leg been 
changed ? 

Mr. Ror. Yes, sir. 

Senator Fercuson. When was that finally put through? 

Mr. Ror. November 25. 

Senator Frereuson. And not only to this man, but to everybody. 
Is that right? 

Mr. Ror. It has been issued. Yes, sir. 

Senator Frreuson. All right. 

Mr. Vagim, when did you get the permission to make this change? 

Mr. Vaerm. In February. 

Senator Frercuson. In February. It came out August 24 and you 
got it in February? 

Mr. Vacim. That is correct. 

Senator Frrcuson. Will you show us how you got it? 

Mr. Vacrm. Well, I had to file a whole series of documents. 

Senator Fercuson. Do you have those documents? 

Mr. Vaerm. Yes, I do have. 

Senator Fercuson. While he is going through to find these papers, 
is the inspector here ? 

Mr. Goopwin. Yes, sir. 

Senator Fercuson. Are you the inspector ? 

Mr. Goopwin. Yes, sir. 

Senator Fercuson. Will you come up and take a chair, please? 

W hen did you first become the inspector, and give your full name to 
the reporter. 

Mr. Goopwry. Guy Goodwin, resident inspector of Ordnance 
materials. 

Senator Frrevson. When did you become the inspector in this par- 
ticular plant we are talking about ? 
Mr. Goopwin. May 26, 1952. 
Senator Frereuson. May of 1952. How long was that after the con- 


tract was executed? That was executed in March, if I remember my 
dates. 


Mr. Goopwin. That is right. 
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Senator Ferauson. What has been your business before that, Mr. 
Goodwin ¢ 

Mr. Goopwin. With General Motors Division. 

Senator Frerauson. Where were you working? 

Mr. Goopwin. San Francisco. 

Senator Frravson. What was your job? 

Mr. Goopwr1n. Shop foreman and service manager, Army Engineers, 
and overseas with the Inspectors. 

Senator Fereuson. Are you a civil-service man ? 

Mr. Goopwin. Yes, sir. 

Senator Frrauson. What is your rating? 

Mr. Goopwin. Rating is wage board 20, step 3. 

Senator Fercuson. When you went there in May of 1952 you found 
the contract and specifications ? 

Mr. Goopwtn. Yes, sir. It was turned over to me. The drawings 
and specifications were turned over to me. 

Senator Frereuson. Did he start to manufacture under those draw- 
ings and specifications and that contract? 

Mr. Goopwrn. He ordered material. He had to order his material 
for that contract at that time. 

Senator Fercuson. When did he first start to manufacture ? 

Mr. Goopwin. Well, different phases of the contract was around in 
November. 

Senator Fercuson. About November ? 

Mr. Goopwin. Yes, sir. 

Senator Ferguson. When did you first learn that if you made this 
product according to the plans and specifications that it would not fit? 

Mr. Lazurr. Senator, I could add at that time 

Senator, Ferevson. Wait till Goodwin tells us. 

Mr. azure. He was not there. The Navy took over inspection of 
this contract in July of 1953. By reason of the fact that—— 

Senator Fereuson. Then he is put out of it ? 

Mr. Lazore. He is out of it in July 1953. 

Senator Fereuson. Then he knows nothing about this? 

Mr. Lazurr. He was there during the contract period when, if Mr. 
Vagim had followed his contract terms, the major portion of this con- 
tract would have been completed. 

Senator Frrcuson. Where is the inspector who inspected after this? 

Mr. Vac. Senator, you are a year apart from each other here. 
Guy Goodwin is talking about November 1952 and they are talking 
about July 1953, or later than that, that the Navy took over. 

Senator Fereuson. Allright. Then we will go back. 

You were there, Goodwin ? 

Mr. Goopwin. Around in October or November he started to do 
different phases on that contract. He ordered his material. Around 
in November he was working on the foot; forming the foot to the leg. 

Senator Frrevson. When did it first come to your attention that 
if you actually mi: ade this according to the specifications in the plans 
that it would not fit 

Mr. Goopwin. There was not any assembled by them presented to 
me for inspection. 

Senator Frrcuson. When did you first learn about it? Never? 

Mr. Goopwrtn. No, sir. 

Senator Ferevson. You never learned about it? 
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Mr. Goopwin. As a matter of fact, it was a question that came 
up on the tubing, and I believe it was discussed with our engineers. 
Am I right on that? 

Senator Fercuson. Here is a man named Roe who says it was 
brought to his attention in October 1952. 

Mr. Vaerm. 1953. 

Senator Frreuson. 1953. October 1953. Was that after you left 
the arsenal or left the inspection job? 

Mr. Goopwin. That was after I left the inspection job. I was taken 
out of there on the Ist of July 1953. 

Senator Frreuson. Then you do not know anything about this 
business of this not fitting together ? 

Mr. Goopwix. No, sir. 

Senator Frrauson. You do not know anything about it! 

Mr. Goopwin. No, sir. 

Senator Frreuson. Then why did you come here ? 

Mr. Lazurr. He was requested, Senator, as one of the inspectors 
who had inspection cognizance of this contract during the period of 
time when, if the contractor had performed according to his schedules, 
Mr. Goodwin would have inspected the entire transaction. 

Senator Frrauson. Counsel, that won’t do this committee any good 
in trying to solve this problem. You say if he had completed the con- 
tract according to the terms of the contract this man would have been 
the inspector. So you brought him on here. 

Mr. Lazurr. No. We brought him on at the request of the com- 
mittee. 

Senator Fereuson. Did we request this particular inspector? 

Mr. Lazure. Yes, sir. 

Mr. Forsyrue. We requested all people who had firsthand know]- 
edge of this contract and the other contracts. 

Senator Frrcuson. Where is the man who was there after you, 
Goodwin ? 

Mr. Lazure. The Navy inspector is not here. We have depositions 
of him as to this man’s work, but the Navy inspector is not here. 

Senator Frercuson. Why not? You bring the man who does not 
know. Now, where is the man who does know ? 

Mr. Lazure. Senator, we did not know this was going to be the 
particular point of this entire hearing. What we had thought was 
going to be discussed here today was how we followed our general 
routine. 

Senator Frercuson. No, I don’t want that. I can follow your rou- 
tine. We can get your routine and follow it. What we want to 
know is how it works in practice as far as small business is concerned. 

Mr. Vacrm. Could I make a comment, Senator? 

Mr. Lazure. We can show how it works in practice because Mr. Roe 
has had charge of the design and engineering phase of this particular 
tripod mount for a long period of time, and has experience generally 
as to how it works. 

Senator Frrcuson. But he tells me this morning they changed it 
in November 1953. When was the contract signed ? 

Mr. Lazvre. The contract was signed April 17, 1952. 

Senator Frerevson. April 1952. So it is a year and 5 or 6 months. 

Mr. Lazurer. That is right. 
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Senator Fercuson. After the contract was signed, that is, that you 
vet the specifications changed so that the article would fit together. 

Mr. Lazure. I think you are drawing a conclusion that is not right, 
Senator. 

Senator Frrecuson. Let me talk to Roe. I do not want to draw a 
wrong conclusion. 

Roe, what do you say? Is that not the date? 

Mr. Ror. My statement was this, Senator: That the interference is 
one of those problematical types where under a given set of tolerance 
conditions, not using good workmanship, you can get a slight inter- 
ference due to the weld touching the head. In all cases you do not get 
it. However, when it came to our attention we felt it was of such a 
nature that we wanted to cure it once and for all. Therefore, we put 
through a slight design change so that there would never be any more 
question about it. 

Senator Frreuson. That is what I understood. 

Mr. Ror. However, there have been lots of tripods made which never 
exhibited any interference. 

Senator Ferguson. Have you any now that does show the inter- 
ference in use? 

Mr. Ror. We can show that interference by a layout, which we have 
done. 

Senator Frrauson. What do you say, Vagim? Was it only poor 
workmanship that made this interfere ? 

Mr. Vactm. No, sir. That is definitely not the case. What has hap- 
pened here is that the inspector could not tell this was off because he 
was not furnished with the inspection equipment and gages until 
sometime about the middle of 1953. I don’t recall the date because 
that is not records we keep. They keep them in their Property 
Branch. The inspection equipment did not include a gage for x ver 
ing this particular dimension, 

Senator Frreuson. Is that right, Goodwin? 

Mr. Kerr. May I say something, Senator ? 

Senator Frereuson. Yes; but let Goodwin speak. You are the 
inspector, Goodwin. 

Mr. Goopwin. Give me that question again, please. 

Senator Ferguson. Will you tell him what it was? 

Mr. Vaarm. The inspection equipment for checking this leg did not 
include a gage for checking this hinge dimension in order to determine 
whether or not there would be interference. There was no way any 
of us could tell that was going to happen. ; 

Mr. Goopwin. That is right. 

Senator Frreuson. You say that is right? 

Mr. Sacks. Senator, we have a witness here who will testify as to 
whether or not we are required under the contract to furnish gages. 
Mr. Kerr from the San Francisco ordnance district. 

Senator Fereuson. Wait a minute. It was your own inspector who 
needed the gage. Is that right? 

Colonel Starx. May I inject myself into this? The purchasing 
arsenal by the process of checking off the contractor’s production of 
this pilot sample, takes his product back to the arsenal and gives it all 
the checking for detail sel functioning necessary to insure that the 
contractor does not proceed with his production run until that is 
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approved, at which time the approval comes back to the district and to 
the contractor, and he proceeds. 

The detailed gages, other than dimensional, which the inspector has 
instruments for, are therefore back in the arsenal where, if there is 
anything unusual, the inspector has always had the necessary tools, 
gages, and equipment suitable to determine compliance to the draw- 
ing. That is part of his regular equipment. 

The contractor, however, i is required normally by his production to 
have gages to assess how he is proceeding with his work to insure he is 
meeting the specifications. 

If I may add one further point: The record shows that by waivers 
of the initial tube material for this leg which increased its size slightly, 
that that had in my estimation a further bearing upon this so-called 
interference; which, together with the welding and its particular type 
of workmanship, came to the point of aggravating or creating a slight 
interference. 

Noes that partially answer the question ? 

Senator Fereuson. What do you say? 

Mr. Vacrm. I can prove every one of those statements worked a 
hardship. 

Senator Fercuson. Have you one of these here? You said you have 
a leg that did not work? 

Mr. Vaaim. Yes, sir I can show you here the tubing itself before 
any weld is applied to it will interfere with it. And I may point out 
that the gage we need had to be made from a sample mount we re- 
quired them to furnish us, because they would not give us the drawing. 
We have requested the drawing of the mating part and we have been 
refused. There are letters in my file actually refusing to furnish those 
because they said it was not necessary. I had to take this amount and 
a couple we borrowed from the National Guard to make up these gages 
in order to be sure ourselves it was not due to interference from work- 
manship. 

Senator Frreuson. Show the committee that this does not work 
before you put the weld on. 

Mr. Vacimm. Here is a hinge machined in accordance with the draw- 
ings, and here is a piece of tubing that goes on it. Where I cross that 
corner you can see there is no room for a weld whatsoever. There is 
absolutely no room for a weld. 

Senator Frreuson. All right. Inspector, will you look at this? 

Mr. Roe, do you want to come up here? Here is one without a weld. 
Do you see what he is talking about? I am going to ask Inspector 
Goodwi In, 

Mr. Ror. Are these gages right according to the right dimensions? 

Senator Frercuson. You look at it. First I want to ask Goodwin. 

Could you put a weld on there in the ordinary course of workman- 
ship that would not contact and would not interfere with the working 
of the leg? 

Mr. Goopwtn. I worked according to the authority of my drawings. 

Senator Frrauson. No. Answer my specific question. You are 
looking at something now. In your opinion as an inspector 

Mr. Goopwrn. How do we know that gage is a certified gage? 

Senator Fereuson. Do not answer it that way. With what I have 
before you, could you? 

Mr. Goopwin. Yes. 
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Senator Frereuson. It would? 
Mr. Goopwin. If it was according to drawings and the well cleaned 


and put on there. 


Senator Fercuson. Your contention is it would? 

Mr. Goopwin. As far as we know. 

Mr. Vaarm. Here is one welded according to the specifications. 

Senator Fercuson. What do you say, Roe? 

Mr. Ror. There could be a slight weld. Yes, sir. 

Senator Frerauson. A slight weld? Could there be a weld accord- 
ing to the specifications? What do the specifications say about the 
weld ? 

Mr. Ror. A sixteenth of an inch weld. 

Senator Frrcuson. What is that? That is not a sixteenth of an 
inch, is it? 

Mr. Ror. About a thirty-second, probably. 

Senator Frreuson. So, if you put on a sixteenth of an inch weld 
the contact would not work. Is that right? 

Mr. Ror. That is right. 

Senator Frrevuson, Goodwin, what do you say about it? If you 
put on a sixteenth of an inch weld, would it work or not? 

Mr. Goopwin. It would not work on that gage. 

Senator Frreuson. All right. On that gage. That is all I have 
oe re me. 

Now, look at this weld, Mr. Roe. What about that one? 

Mr. Ror. That weld is not according to the drawing. 

Senator Frrauson. It is not? How much is that, would you say ? 

Mr. Ror. It looks like about three-sixteenths. 

Senator Frreuson. Is that right, Goodwin ? 

Mr. Goopwtn. Yes, sir. 

Senator Ferevson. That one certainly would not work, would it? 

Mr. Goopwin. No, sir. It would not. 

Senator Fercuson. Then would you have accepted a thirty-second 
of an inch weld under your contract ? 

Mr. Goopwin. It specified one-sixteenth of an inch weld. 

Senator Freravuson. It specified a one-sixteenth. Therefore, if you 
put a thirty-second on you would not and could not have accepted it. 
Is that right? 

Mr. Goopwin. That is right. 

Senator Frrevson. Roe, what do you say about that? In your 
opinion could he have accepted a thirty-second when the drawings 
called for a sixteenth ? 

Mr. Ror. I wouldn’t think so. 

Senator Frrcvson. Do you want to answer now? 

Mr. Sunpsrrom. Mr. Chairman, I bring in something here. Mr. 
Vagim has submitted to the arsenal sample legs which have been 
accepted by our district or by the Army. Based upon that we would 
have accepted all production that Mr. Vagim made in accordance with 
the existing drawings and specific ations in his contract. We have 
always contended that and have stated that to him; that as a contract 
we are required to proceed in accordance with that. 

Senator Frrevson. All right. But you see here they change it in 
November 1953 and not until Febru: ry 1954 does it finally come back 
to him as to the change. 
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Mr. Sunpstrom. Mr. Chairman, this is dated the 14th of July, 1953. 

Senator Fercuson. What is? 

Mr. Sunpstrrom. The acceptance of Mr. Vagim’s legs—the samples. 

Senator Ferguson. What do you say about that, Vagim ¢ 

Mr. Vacim. They accepted them with a compromise type construc- 
tion if we would agree it would create substandard material and 
take a reduction in price. 

Mr. Sunpstrom. That is not correct. 

Mr. Vaerm. He has the letters there from the district and can read 
them. 

Mr. Sunpsrrom. Can I submit this for evidence ? 

Senator Frreuson. Yes. This is dated July 14, 1953, to the Chief, 
Los Angeles Ordnance District, 35 North Lamont Avenue, Pasadena, 
Calif. 

The 12 sample legs, rear left assembly drawing, C-5559338, item 2 of the 
subject contract forwarded by the Vagim Machine & Engineering Co., have 
been inspected and are acceptable. Two samples were forwarded to the 
laboratory for protective finish tests which they passed as indicated in the 
enclosed report. Three samples are being returned to the contractor. 

J. F. HUR ey, 
Chief, Procurement Division 
(For the Commanding Officer). 

It is received ASAW July 21, 1953. That is an original letter. 

Mr. Vaeim. That is the first pilot lot and it passed in spite of the 
fact that it was welded just like this. 

Senator Frercuson. The one they said was not according to the 
specifications ? 

Mr. Vacrm. That is right. So we went ahead and made arrange- 
ments with our subcontractors for the hinges. And after they were 
all made then they were not accepted because on the next pilot lot 
is when the interference showed up. 

Mr. Sunpstrrom. Based on this reply from the arsenal we have 
asked Mr. Vagim to submit samples to us, and which we would supply 
under the terms of the existing drawings and specifications in his 
contract. We have told him that time and time again to do that. 
1f the court—I mean Senator—— 

Senator Frrauson. It is all right. I have the same trouble. I 
sometimes feel I am on the bench again. 

Mr. Sunpsrrom. I would like to present a summary of this hinge 
to the committee. 

Senator Frrevuson. All right. 

Mr. Sunpstrom. In the original contract it called for a hinge to 
be fabricated. This hinge was to be fabricated from 4 pieces, 2 of 
them to be welded. It was where the hole is that a hia sisaie would 
be welded. Through the bottom here at this place here would be a 
stiffener. 

So based on Mr. Vagim’s own request I gave him all the methods 
to make this according to his drawing. It was approved and we will 
accept these, and accept them on the basis of this letter. And we 
always contended that. 

Then another thing, if I may bring it out, is that the contractor 
has not with this one exception from that time on submitted material 
which will meet any of the drawing requirements. 

Senator Fereuson. Vagim, what do you say about this? 
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Mr. Vaerm. That is not true, Senator. 

Senator Freravuson. What is your contention ¢ 

Mr. Vaerm. I would like to say this at this point, because I think 
t is pertinent: That arsenal at no time, Mr. Roe, or his assistants, and 
that goes for the others in Springfield Armory—and I said this the 
other day—we have never had any trouble with them at all. When 

hey learned of these mistakes or errors or oversights in the drawings 
aa specifications they took immediate action to correct them. 

_ The problem I had was in the harassment, and the detail work, and 

» paperwork, and the necessity for all of this stuff, and getting this 
informa ition to the armories and arsenals so that they would know 
about it. It was not until October 1953 in desperation that I called 
up the executive officer, Major Lowell, and told him I was going to 
the armories and take samples and demonstrate the trouble I was 
having. 

As soon as they learned of it they corrected the situation. But all 
of this paper you see in this box, and that all of these men have brought 
with them—that paper is what was holding up production. The 
paperwork could not keep up with the actual physics al operation. So 
as a result of that there were a number of mistakes made. We ran 
into productions that we could not foresee until the pilot lots were 
ready for shipment and ready to go to the arsenal. 

At that time these fellows would come up 

Senator Ferauson. This is not a very complicated thing, is it? 

Mr. Vacim. No. It is very simple to manufacture. The fact that 
it took 2 years to manufacture what we have now is an indication of 
the problems we had. And they were all paperwork. The minute 
an engineering change was made we could proceed immediately, and 
we did; and then we would have to come up to a dead stop and wait 
for the paperwork to catch up with us so we could make the next 
step. 

Senator Fercuson. Let me ask Roe a question. What would have 
been wrong with making this shank on this bearing a little longer, 
so that when you put the weld on, the weld was aw: ay from it? 

Mr. Ror. Nothing at all, Senator. In fact, that was the way the 
drawing was changed. 

Senator Frrevson. That was the way you changed it? 

Mr. Ror. Yes. 

Senator Fercuson. How much did you lengthen it? 

Mr. Ror. A quarter of an inch. 

Senator Frrauson. So then you had plenty of room with your 
proper weld ¢ 
Mr. Ror. Yes, sir. 

Senator Fercuson. Is there anyone here who can suggest it? Roe, 
yu are an expert in actual production, aren’t you ¢ 

Mr. Ror. My field of endeavor is design. 

Senator Frrauson. How can a thing like that for 2 years be per- 
itted in procurement ¢ 

Mr. Ror. I think the thing—— 

Senator Frercvson. This 1s what is known as in the process of manu- 
facture, is it not? From drawing table to production. How are you 
going to cure this for these small manufacturers ? 
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Mr. Ror. I think the answer lies in having proper gages. Also in 
complete—I think it depends on the experience that the manufacturer 
has. This particular problem would be a very minor problem which 
any manufacturer with normal experience would be able to handle. 
By that I mean he would submit the interference to the proper chan- 
nels and get action on it without any difficulty. We do that every day 
on much lar ger pieces of equipment. 

Senator Frrcuson. What is wrong with this case then? It takes 
2 years and these witnesses have to come up here in good faith, and 
they do not see the thing alike at all. What is the answer? 

Mr. SunpstorMm. May I reply to that ? 

Senator Frrcuson. No. I would like Roe to tell me. He is the 
designer. 

Mr. Ror. That is a different situation, Senator. I think it is like 
Mr. Lazure talked about at the beginning there, that it probably lies 
in the complete organization of the Ordnance Department as well 
as the quality and experience of your contractor. 

Senator Frravson. Do you think we have learned anything in this 
case ¢ 

Colonel Starx. Yes, sir. 

Senator Freravson. Do you think we have learned anything at all, 
Roe ? 

Mr. Roz. Well, I think this is the typical, everyday routine prob- 
lem which we take care of without any trouble whatsoever. 

Senator Fercuson. A lot of people would have a hard time under- 
standing why this would come before a Senate committee in the 
United States Senate in this Senate Office Building. It is difficult for 
me to understand it, but it appears that there is not any other way 
for some of these problems to be brought to the attention forcibly 
of those who are in charge, except to do it this way. 

The question, Roe, is have we had an experience here that will be 
of benefit in procurement to small contractors ? 

Mr. Roe. I do not believe, Senator, that this particular case is quite 
the whole story. 

Senator Fercuson. Well, from this case have we learned from this 
experience? Or is the military going to brush this off and say, “Well, 
we are just going back to what we did before”? You are a designer. 
What does it mean to you? Does this hearing mean anything or does 
it not? Are we going to lapse into the same proposition ? 

Mr. Ror. We, of course, at Rock Island, feel that as soon as these 
problems come to our attention, because of the seriousness in the use 
of it in battle, that it is our responsibility to take care of it as quickly 
as possible with the people and experience we have. 

Senator Frrcvuson. You would not say that it was proper pro- 
cedure if you get a complaint in October and make a change in Novem- 
ber, and then it does a get down to the contractor until February 
of the next year? 

Mr. Ror. In December—we spoke about Mr. Vagim visiting the 
arsenal in October, at which time he called a number of things to 
our attention. One of them, of course, was this interference which in 

our opinion is one of those problematical cases of something hap- 
pening. The others that he was having extreme difficulty with was 
producing the latch, which is also part of this particular tripod 
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mount. There were a number of other points which he brought to 
our attention. One of them was the angle of the foot with relation to 
the latch. Also, the matter of correcting the head, as I under- 
stand it. 

Mr. Vagim had gone ahead, as I understand it, and cut, I think, 
either an eighth or a quarter of an inch off the top of the tube, and 
he had pulled the weld down away from the particular drawings 
which showed up where it should have been. Also, the tube size 
had been changed. 

The drawing at the present time calls for a finished tube. The tube 
that. was submitted at that time was not according to drawings, and 
was being given a lot of trouble in acceptance. 

There was the question of the part number and those things which 
were considered at that time. 

We took steps immediately, of course, to correct the interference. 
Then it became a question of what to do with all of the material that 
had been produced that was not like the drawings. 

So in December—I think this was on December 16—two re presenta- 
tives of the San Francisco Ordnance District visited Rock Island 
together with Mr. Vagim. We looked over this material which he 
had brought and tried to decide what to do with it. It was at that 
meeting that a test was outlined with the object in view of determining 
whether this material which was produced would be usable. After the 
meeting was over, Rock Island set up several tests and inspection pro- 
cedures to poterenne whether the material was good. We requested 
that the Vagim Co. through the San Fracisco Ordance District, 
should forward to Rock Island Arsenal four representative samples 
of the work produced, as well as two of their worst conditions. 

Those legs were put into tripods and put through regular what we 
call field service tests. Because of the usability of those, why, we 
requested that two deviations be forwarded to Rock Island, outlining 
the description of the material, and those were approved with price 
adjus tment. 

There might be some question about the price adjustment, but upon 
careful consideration of all the things that. were in those legs the 
Inspection Department at Rock Island Arsenal recommended that 
they be used if possible as substandard material. 

Senator Fereuson. Do you feel you have worked this matter out 
now so that he can complete his contract and the Government will get 
something for the money they have put in it? Otherwise you are 
going to have a bunch of junk here and the Government will be out 
how much? 

Mr. Sunpstrom. $58,000. 

Senator Frercuson. And the contractor will probably be out of his 
business. 

Mr. Sunpstorm. We are willing and have been willing to work this 
thing out with Mr. Vagim. He has proper channels to go through. 

Senator Frrevson. Will you tell us right on this ree ord the channels 
he should go through to work this out for the Government to save 
you $58,000 and for this fellow to save what he has in it? 

Mr. Sunpstorm. As it stands right now, Senator, it will take may- 
be an hour in our office to negotiate this. 

Senator Frereuson. Then I am going to recess for an hour and let 
you fellows negotiate. 
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Mr. Sunpstrom. If I may state one other thing here. It is in this 
contract to bring this sequence out, that there have been requests for 
deviations and waivers since the acceptance of this. He made 19 re- 
quests for deviations, of which 11 were approved. He has made 10 
changes, waivers of which have been approved in 8 cases. We have 
worked this thing out from the start, but as I pointed out before, the 
contractor has not, with the exception of that one pilot lot, ever sub- 
mitted to our people acceptable material. 

Senator Fercuson. Have you ever been in a room with Vagim and 
tried to work this out ? 

Mr. Sunpstrom. Definitely. 

Senator Frercuson. How much time have you spent ‘ 

Mr. Sunpsrrom. I spent quite a lot of hours on it. I could not give 
it to you definitely, but I have been to his plant and had him come up 
to our office. We discussed this same problem. We have even gone to 
the arsenal to the extent of working i out with the arsenal to accept 
these deviations as he presented them on the last 12 samples. I think 
we have done everything we possibly could, even to the—— 

Senator Frrcuson. Is that why you think now in an hour you can 
settle it? 

Mr. Sunpsrrom. I do not know. We are willing to settle in about 
10 minutes. 

Senator Frercuson. What are the terms? 

Mr. Lazure. I think the one detail that stops us from acting on it is 

1 understand Mr. Vagim wants $14,000 more for effecting this change 
action, and we feel to pay him any more at this point would not be in 
the interests of the Government. I may have that wrong to the extent 
of a thousand dollars here or there, but I understood from our people 
that if he was agreeable to these actions on a substandard basis we 
would be agreeable to accepting it. 

Senator Fercuson. You are remembering that you have $58,000 in 
it? 

Mr. Lazure. That is right. But we feel if we have to give him an 
additional $14,000—— 

Senator Fercuson. How much is the whole contract? 

Mr. Lazure. $90,000. 

Senator Fercuson. And you already have $58,000 in it, and you do 
not have anything for the $58,000. 

Mr. Forsyrue. The record here that you gave us yesterday indicates 
strong consideration for canceling it all out now. 

Mr. Lazure. As a matter of fact, with the delays that have been oc- 
casioned here and the time we have spent with Mr. Vagim on this, 
and other contracts, we feel he is a substandard marginal producer. 
His engineering and workmanship and financial actions in this case 
show we have virtually financed his operations all the way through 
these contracts by partial payments on his product. That is why we 
have $58,000 in this. But we are agreeable and accept his constructive 
suggestions on this hinge. 

I do not want the committee to think we feel Mr. Vagim has not 
contributed. And we have brought it into our system and drawings. 
But whether we should pay him an additional amount for that I think 
is the nub of the question. 

Mr. Forsyrue. Your whole record that you gave us yesterday and 
all of the letters you referred to here, Mr. Lazure, I have checked. One 
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thing that is disturbing is, every time you are talking about a deviation 
or a waiver there is some paragraph in the letter in which you assume 
that the contractor would take a reduction in price on that. Is that 
, standard procedure ¢ 

Mr. Lazure. Let me explain. We set the contract in being with 
certain, specifications, drawings, and requirements. If the contractor 
wants to vary from those it is up to him to show us that a deviation or 
a waiver is inorder. We must admit that much of the time indicated 
by this record is consumed by his preparing that deviation and ex- 
plaining to us why it is fair. 

Ordinarily, when he gets a deviation on a waiver which saves him 
working hours, or saves him overhead, or engineering and labor or 
materials, we expect a proportionate reduction in the contract price 
if we grant the wavier, because the contract originally obligated him 
to a certain type of performance. 

Mr. Forsyrue. But you are assuming it saves him money. Sup- 
posing he can show the particular change he has is a cost? One 
letter I read you wrote to him was where he was trying to get some- 
thing incorporated in the contract and you were not, because there 
was an ordnance official who said they could not do that, although 
t was worked out in the arsenal, unless the Government were given 
some consideration. Vagim wrote back and said there would be no 
increase in the cost of the contract, and in fact he might work out a 
slight decrease, and then it was put through. 

In other words, the consideration in the letters you referred to is 
always a reduction in price. 

Mr. Lazure. It generally is, Counsel, because we will accept the 
work in aceordance with the drawings, specifications and require- 
ments initially in the contract. If he asks for something above that 
we generally ask for a reduction. 

Mr. Forsytue. So it is not true what you said before that if he 
can present evidence that the change is justified, that he can get more 
money. 

Mr. Lazure. I didn’t understand that I said that. 

Mr. Forsyrue. That was one of the questions that was asked, and 
that was the answer we got from somebody. Maybe it was the gentle- 
man to your right, w hen the money pr oposition came up. 

Mr. Lazure. I will say this: There are times—and I must admit in 
many cases we do bend over backward if the contractor has in good 
equity come up with something that is good. A change in the con- 
tract which is favorable to our interests is paid for by an increase in 
price. So really it comes down ordinarily to a question of has he 
done something which warrants in equity an increase in that contract 
price, and who initiated it. Did we or did he? 

In these cases as was pointed out here time and time again we have 
granted him deviation waivers not only in this contract, but in others. 
And in most cases our engineers tell me it has saved him money. 

Mr. Forsytue. That is debatable. That is why you cannot sit 
down and negotiate. You say it saved him money and he says no. 
The man at the right says it is the only thing holding you up from 
sitting down and concluding this in an hour. 

Mr. Lazore. Our point is this: In any event, what we are going-to 
get on this contract is substandard material. We can use it, but it is 
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not what we would consider a good, workmanlike job. I think a re- 
view of his plant, his experience, his machinery and consulting engin- 
eers, and all that, will indicate just why he has had this trouble, not 
only in this, but all the contracts we have had. 

Senator Fercuson. That would indicate then you should not have 
given him the contract ? 

Mr. Lazure. As we look at that now, it surely would have been 
better for him and us if we had not. That is an actual fact. I think 
that is so. 

Senator Fereuson. But now you have given it to him and you have 
$58,000 in it, and he has this material here which is no good to him. 
He cannot even own machine guns. You can. What are you going 
to do? 


Mr. Lazure. As I say, I think it can be worked out. But I think 
he has to elevate his sights a little lower. 

Senator Fereuson. Are you willing to elevate yours a little bit 
higher, assuming he elevates his lower 4 

Mr. Lazore. I think yes. 

Mr. Vacim. May I say something? 

Senator Frereuson. Yes. 

Mr. Vaerm. I would like to answer a few charges which have been 
made here in the past few minutes. I would like to defend our position 
on the money advanced, for one thing. If we had not had all of the 

redtape and paperwork and going through these channels that is 
talked about here that we had to follow, we would not have had to let q 
our material back up and accumulate and take advantage of the partial 
payments clause in our contract to the extent of $58,000. We would 
have had shipments rolling out and going out of the plant while pro- 
duction was going on. 

As it now stands, we are not only out the direct costs, which were not 
increased very much, because we stopped production every time we ran 
into a snag—we are not out any increased direct costs. We are out the 
lost machine time; the time that was devoted to these channels and 
these trips to the arsenals, and all of the other expenses that are 
indirect costs that do not show any place in their records. 

As far as these statements are concerned, and the statement that we 
are a marginal producer, I have here a mount or the body of a mount 
which was loaned to us by the arsenal, or one of the arsenals on the 
west coast that had them in stock. It took us 5 months to get it. We 
needed it in order to check this dimension we are talking about, be- 

vause they refused to give us the drawings so we could check from 
there. I do not know whether they consider the contractor who made 
these during the war—and he made hundreds of thousands of them— 
the Appliance Manufacturing Co., which is the same company that 
made the one on the table the other day that we picked up at the 
National Guard Armory in Washington—I do not know whether 
they consider them marginal. But this material is undersized. It 
does not meet the spec ifications. 

The legs which go into this are also undersized and would not pass 
inspection if you used a micrometer to measure them. I do not know 

whether they considered that contractor a substandard producer or 


whether he failed to deliver in accordance with the contract terms and 
specifications. 
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The dimensions on the hinge which cause the mating part to inter- 
fere here is also off. It is off more than ours would be. 

Senator Frreuson. Will that fit in this? 

Mr. Vactm. It will, because there has been a modification in its 


construction. I do not know who authorized it, but it was not a 
recorded deviation, or we would have known about it. 


Also, it has a weld considerably wider than one-sixteenth of an inch. 
It is definitely wider than the one Mr. Roe told you was a little bit 
wider than the specifications called for. 

Senator Fereuson. Mr. Roe, will you look at this weld? That isa 
bigger weld that what he was showing, which you said would not pass. 

Mr. Ror. That is right. 

Senator Fereuson. How would that one get through? Where did 
you get this leg? 

Mr. Vacrm. It came out of the mount manufactured by Appliance 
Manufacturing Co. and loaned to us by the arsenal. 

Mr. Rog. It is probably wartime manufacture. There was consid- 
erable deviation, and things like that made during the war. Not be- 
cause they were intended, ‘but they just happened. 

Senator Frreuson. Of course, this contract was going on—part of 
it—during the war in Korea. 

Mr. Roe. I am speaking of World War II. I think this particular 
man 
Senator Frreuson. You can see the complications that come in here. 
Here is a man who picks out of your own ordnance one of these legs 
and you people condemn what he is doing because his weld is too large. 
You say you could not put it under the cofitract. The one he picks up 

from you as a sample has a larger weld than his. 

Mr. Lazurg. Senator, we have never said we did not accept his. 

Senator Frreuson. Let us get down to dollars. Why would you 
ask a man to get less money for that weld just because it is wider? 
What difference does that make to the United States Government? 

Mr. SunpsrroM. We are not contending that. It is beyond the 
weld. It is these other deficiencies. 

Senator Frercuson. But on the weld why would you not let that 
weld go through? It is outside of the mechanism. You are not after 
beauty here. You are after the composition. 

Mr. Lazure. We have accepted his suggestion on the hinge. I do 
not think our quarrel with him is in that. I think he has utilized this 
particular point as a point to express a complaint which I feel is very 
unjustified on his part. Because if it were just this, then I think he 
would have a case and I think he would be wrong. But I feel the en- 
tire record of this contractor—and I say that to him with records in 
our file to substantiate this—that he has been a marginal producer. 

Senator Fercuson. But you would also have some criticism against 
the Office of Ordnance at San Francisco? 

Mr. Lazure. Right. We bring up one point, and I mentioned it 
at the onset, that in this specification drawing area there is complaint. 
But in most cases of the 800,000 contracts we have administered i 
the past 3 years we do not have this situation very often. 

Senator Frrcvuson. But you see, the difficulty is for this fellow the 
other parts of the 800,000 are not material. 

Mr. Lazure. But this fellow does not meet his obligations, Senator. 
Take one other contract for 1 minute and forget this one, if you will. 
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On a hammerlock spring at Springfield Armory we had actually 
finally to get him subcontractors to perform his own contract. We 
suggested to him 4 subcontractors. He is way behind in all of his 
contracts. It is not just this contract. 

In each case he has a record of continually asking for waivers and 
deviations, and we attempt to do it. We have worked out with him, 
I think our record will indicate, these deviations. The Ordnance 
Corps, if it is to be criticized, is to be criticized for keeping in our sys- 
tem a contractor who did not have the engineering background, the 
labor, the plant, or ability to perform contracts in this field. 

Mr. Forsyrne. Mr. Lazure, do you have any other contractors who 
are delinquent on any of these contracts? 

Mr. Lazure. Yes. We have contracts delinquent generally. 

Mr. Forsytue. So it is not anything out of the usual ? 

Mr. Lazure. To the extent of this one it is. 

Mr. Forsyrue. You know, in the hammerlock spring housing Mr. 
Vagim took some of your Ordnance people out and picked out some 
rifles that were being used. They brought them in and checked them 
under the checking system your ‘people. have and found the ones you 
had were defective, and that they had not met the specifications and 
drawings. 

Mr. Lazurr. You can go back into World War II when there was 
a great need for a lot of these things and find that. That is what he 
has done. But all we said to him was, if you meet your contract in 
accordance with the terms and specifications we will meet our obliga- 
tions to pay you on them,,and with partial payments, to help you 
with engineering, to help you with inspection, and I think our records 
so indicated. 

Mr. Forsyrue. Your record here indicates quite a bit. I have read 
it over during the night and into the wee hours of the night. ‘The 
point you are now making is, during World War IT it was all right 
to have these devi: weir but in the Korean war when you get it from 
this man or anybody else it is not viewed in the same way. 

Mr. Lazure. No. It is all right. We granted him—that is my 
point. In every case we ovata him the deviations. 

Mr. Forsyruer. But the point I am making is, he is not the only one 
who is delinquent or who asked you for these waivers. 

Mr. Lazure. No. 

Mr. Forsyruer. So when you point at him, as you did a few moments 
ago, and say to him his record is bad, it is not entirely fair. Do you 
think so? 

Mr. Lazure. I think it is. In my experience—and I see a lot of 
these contract actions every day—in my experience this is one case 
where default action should have been taken long before it has in this 
particular case. 

Mr. Forsyrne. Do you have any trouble with the Ruleta Manu- 
facturing Co. trying to make these articles? 

Mr. Lazure. I am not familiar with them. 

Mr. Vacrm. On that question you asked, Mr. Forsythe, it is in con- 
nection with another contract. This hammer-spring housing speaks 
for itself, Senator. We did an engineering and research job. on this. 
We are not as bad a contractor as counsel here might think. We did a 
job on this, but we had trouble getting the information we developed in 
production to the engineering branch of the armory. That is this 
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rentleman here, Mr. Loncrini. I finally had to go over the district’s 
Fa ad to get the information back tothem. But some of it seeped back 
and it took a year to get there. But I think the proof of the pudding 
is in the eating. E very single thing we suggested has been iIncorpo- 
rated in an engineering change order, and has become a permanent 
change in the design and construction of the part. 

If the things that we were asking were so unfair or so unnecessary, 
why did they make them permanent changes? Every other con- 
tractor who made this part—and there were tive others besides our- 
selves—had the same trouble. They shared in the benefits of the 
information we developed and we shared in some of the information 
that was developed with other contractors. But we were trying to 
do a job for the Government, and we were harassed every inch of the 
way by a group of people that did not seem to know. 

If there is anyone delinquent on this and anyone who is incompe- 
tent, it is the personnel who were responsible for making us follow 
these channels, and then who seemed continually to be dealing in 
these channels, and slowed down the information from getting to the 
point where something could be done about it. 

Senator Frrevson. Gentlemen, I do not know that this committee 
can do anything more than we have. We have tried to bring to light 
some of the difficulties of both Ordnance and small business. It is the 
hope of the committee that both small business and Ordnance will 
benefit by this hearing. I hope that that is true. I do not know that 
we can do any mor e than we have. 

I think we have had as much of the picture as we can take, because 
after all, we do not have an ultimate decision. That is, we do not care 
to decide who is right or wrong, and whether the benefit is to either 
party. In other words, no judgment or order can be given. 

You gentlemen are all reasonable and you indicated you can sit 
down around the table. I hope before you go back to San Francisco 
and before you go back, Mr. Vagim, that you can work this matter out. 
That is the only suggestion I can leave with you gentlemen, who are 
reasonable men. That is, to work this out. 

Mr. Lazure. There is one point, Senator, where perhaps we can 
speed up our action. That is with respect to these change orders and 
drawings. I will recommend to our people that we take all steps 
possible to do that. We do appreciate the fact that you had us over 
here on this, because I do think these things are good. We learn a lot 
and I am sure you appreciate our problems. 

Senator Fercuson. You see what takes place out in the field which 
is sometimes different from what you visualize here. 

We have another matter that we wanted to hear, so I think we will 
have to conclude this. 

(Asa result of Senator Ferguson’s suggestion, Ordnance representa- 
tives met with Mr. E. J. Vagim. In connection with that meeting the 
following information was supplied to the committee :) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE DEPARTMENT COUNSELOR, 
Washington, April 5, 1954. 
Mr. Rosert A. FORSYTHE, 

Committee Counsel, Procurement Subcommittee, 
Senate Select Committee of Small Business. 

Dear Mr. ForsytHeE: There is attached hereto a certified true copy of a memo- 

randum of meeting in the office, Chief of Ordnance, between Mr. E. J. Vagim, 

Fresno, Calif., and Ordnance representatives. As you will recall, Senator 
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Ferguson suggested to Ordnance representatives and to Mr. Vagim that they 
get together to attempt to work out their mutual problem. The memorandum 
outlines what was done in this regard. It would be appreciated if you would 
advise Senator Ferguson and the other members of the subcommittee as to the 
action taken and the satisfaction of the parties as to this accomplishment. 

The Ordnance representatives at the committee hearing held on March 25, 
1954, feel that the absence of the Navy inspectors who inspected the Ordnance 
contract activities in the Fresno area was not adequately explained. These 
two Navy inspectors are the only inspection team for Navy Ordnance contracts 
in this area, and our San Francisco Ordnance District chief thought that a 
deposition from them would meet the committee requirements. If it would 
be possible for the record to reflect the attached affidavit of the Navy inspectors, 
I believe the record would be brought up to date on this point. 

There is also a deposition of Maj. Rellie E. Lawyer, one of our Ordnance 
officers now overseas, who had official personal relations with Mr. Vagim at 
various times to disuss his problems. There are attached to the deposition 
letters from Mr. Vagim outlining certain of his difficulties. The fact that Major 
Lawyer is now overseas precluded our having him available for the committee 
hearing where he could have discussed his official relations with Mr. Vagim. 
It is possible that you will want the record to reflect this deposition. 

The processing in a more expedient fashion of “deviations” and “waivers” 
to contract requirements as requested by contractors (particularly small- 
business contractors) is under study. In the same connection the expedient 
processing of “change order” actions (i. e., those actions effected by the con- 
tracting officer pursuant to the terms of the contract) will be covered. 

In this regard there is under preparation an Ordnance Corps Technical 
Instruction which will outline certain additional improvements in the processing 
through the district and arsenals of contractor requests for contract waivers, 
deviations, or change in drawings. The Ordnance Corps Technical Instruction 
will also suggest further improvements in district and arsenal inspection, engi- 
neering, and contracting relationships, with particular reference to the small- 
business contractor level. 

The Ordnance Corps has asked that I express the fact that it does appreciate 
the good offices of Senator Ferguson, and the suggestions of the Military 
Procurement Subcommittee of the Senate Select Committee on Small Business 
and its counsel. 

Sincerely yours, 
Lewis E. BEerry 
(For John G. Adams, Department Counselor). 


Marcn 25, 1954. 


MEMORANDUM OF MEETING IN OFFICE CHIEF OF ORDNANCE BETWEEN E. J. VAGIM, 
FRESNO, CALIF., AND ORDNANCE REPRESENTATIVES 


1. Following the second of two hearings before the Military Procurement 
Subcommittee of the Senate Select Small Business Committee, a meeting was 
held with Mr. E. J. Vagim and representatives of the Office Chief of Ordnance, 
Rock Island Arsenal and San Francisco Ordnance District present. The meet- 
ing was held pursuant to the constructive suggestions of the subcommittee 
that the Army and this small business contractor get together to work out a 
solution to their mutual problem so that the best interests of all concerned could 
be served. 

2. The meeting considered three contracts held by Mr. Vagim. The first, DA- 
11-070-ORD-6925, was considered as to state of completion at the present time 
and whether the interest of both parties would be served by completing the 
contract or termination for convenience. After full consideration to the time the 
funds were available under this contract for expenditure; the “get ready” action 
on the part of the contractor; the inspection and engineering personnel from 
Rock Island Arsenal and San Francisco Ordnance District which would be neces- 
sary to complete; and the financing problem on the part of the contractor, it 
was agreed that this contract should be terminated for convenience with Rock 
Island Arsenal and the Army Audit Agency participating in the termination 
and screening audit of contract inventory. 

3. With respect to Contract DA-04—-495-ORD-234, the contractor states that 
this contract will be completed within the next 2 months. In this case the con- 
tract price will be paid, with a right on the part of the contractor to file a claim 
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for any amounts over and above the contract price which he believes to be due, 
Che procedure for filing such a claim under OPI 1-2100 was explained and a copy 
vas furnished the contractor. In this regard, the Ordnance Corps will request 
the Army Audit Agency, in its review of termination costs under Contract DA- 
11-070-ORD-6925, to also review costs under this contract so that the recom- 
mendation on the claim to be made by the San Francisco Ordnance District Con- 
tracting Officer will give cognizance to this cost data in his recommendation of 
allowance or denial. 

t. With respect to Contract DA-30-144—-ORD-3409, default notice on which 
has already been issued, the San Francisco Ordnance District will completely 
review the default action to determine whether or not there has been partial 
ompletion of the contract on that portion thereof covering the tooling item. 
Based on the review of the default by the San Francisco Ordnance District an 
analysis of the default action will be made by the Office, Chief of Ordnance and 
the default action amended if, upon such review, such action appears to be 
proper and in the interest of the United States. This action of reviewing the 
default is without prejudice to the contractor's rights under the default article 
of the contract or his right to file a claim, if any, to the United States General 
Accounting Office. 

5. The foregoing represents the views and understandings of the parties whose 
names are subscribed hereto. 


OCO Representatives : 
A. C, Lazure, OCO 
J.C, Cruden 
A. W. Roe (RIA) 
Col. John M, Stark, DDC-S. F. O. D. 
Frank A. Bogart, L/C OCO 
Contractor's representative : 
Kdw. J. Vagim 
Copy to Military Procurement Subcommittee, Senate Select Small Business 
Committee, Department Counselor, Department of the Army. 
I certify this to be a true copy: 
W. J. Crow, 
Colonel, Ordnance Corps. 


AFFIDAVIT 
STATe OF CALIFORNIA, 
County of Alameda, ss: 

J. Cleary and M. E. Anthony, of Fresno, Calif., being first duly sworn, depose 
and say: 

That they are respectively the naval inspector in charge and the assistant 
naval inspector in charge in the employ of Inspection Division 7, Fresno, of the 
Office of Inspector of Naval Material, San Francisco; that under an exchange 
agreement between the said Office of Inspector of Naval Material and the San 
Francisco Ordnance District, inspection of materiel required under Army Ord- 
nance Contracts Nos. DA-11-070-ORD-6925, DA-30-144—-ORD-3409 and DA-04- 
495-ORD-234 with Edward J. Vagim of Fresno, Calif., was assumed by them 
the first day of July 1953; 

That at the time inspection was begun on said contracts there was a con- 
siderable amount of rejected material on hand by reason of inadequacy of the 
contractor’s inspection system; the contractor was unwilling to rescreen the 
said rejected material; that he usually requested affiants to make preliminary 
inspection in order to determine what material was suitable to submit for 
Government inspection, his custom being to take material from production 
with little or no inspection by the contractor, said Edward J. Vagim. In order 
to accommodate the contractor, affiants usually acceded to his requests; that 
on the basis of the results of said preliminary inspections made for the con- 
venience of the contractor, he would either screen the material or request waivers 
of drawing requirements; that during the processing of said waivers the con- 
tractor slowed his operations until waiver results were ascertained; in connec- 
tion with said waivers and the desired engineering change orders, the aforesaid 
Mr. Vagim made a number of trips to the mission arsenals, during which time 
his plant was practically inoperative ; 
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That the contractors’ attitude toward specifications was that if a part was 
functional specifications should be waived; that he would produce a part to the 
best of his ability, to his way of thinking, and if to him it seemed functional 
he would not consider the tolerances on the drawing, but would try to sell it 
on the functional basis, disregarding some of the details; 

That as to quality of workmanship, it was in general substandard; welding 
on the machine legs was of poor quality. 
J. CLEARY. 
M. B. AnTHONY. 


Subscribed and sworn to before me this 18th day of March 1954. 


[SEAL] MILTon Rye, 


Notary Public. 
My commission expires April 23, 1955. 


DEPOSITION 


STATE OF CALIFORNIA, 
County of Alameda, ss: 


Rellie E. Lawyer, major, Ordnance Corps, Casual Personnel Section, APO 618, 
care of postmaster, San.Francisco, Calif., being first duly sworn, deposes and 
Says: 

On November 17, 1952, the deputy district chief of the San Francisco Ordnance 
District, Col. Hans G. Jepson, received a telephone call from Mr. E. J. Vagim of 
the Vagim Machine & Engineering Co. stating that he was having a great deal 
of difficulty with our inspection personnel and also in determining just what 
was meant by certain specifications. That same date Colonel Jepson held a 
meeting in his office to discuss the Vagim problem and the undersigned, who 
was then a special assistant to the deputy district chief, was called in and 
given the additional task of spearheading the Vagim contract. 

On Nevember 18, 1952, the undersigned with other personnel from this dis- 
trict made a personal call on Mr. Vagim at his plant. Before any discussions 
were held with Mr. Vagim, a tour of the plant was made and we found a machine 
shop with a few machines used to maintain machinery for Mr. Vagim’s packing 
company. The undersigned discussed this equipment with the production people 
from the district who were there at the time and it was felt that a great deal 
of Mr. Vagim’'s trouble was that he did not have the proper or sufficient equip- 
ment. We then had a meeting with Mr. Vagim and we called in the Ordnance 
resident inspector for this discussion. It was found that on Contract DA-04- 
495-ORD-234, Honsings, Hammer Spring, he was having a great number of 
rejections in that many dimensions were not being met. Mr. Vagim immediately 
blamed this onto a subcontractor and spoke in general of all of his subcontracting 
trouble. We discussed other contracts that Mr. Vagim had, all of which were 
behind schedule. Mr. Vagim was asked at that time to show us purchase orders 
for material and equipment as well as his subcontracts with his various sub- 
contractors, which he again only generalized and complained about, saying that 
he had placed orders for certain equipment, gages, special fixtures, and jigs as 
well as material and that for some reason or other he was experiencing undue 
delays. In summing up that meeting, the undersigned told Mr. Vagim that we 
of the San Francisco Ordnance District were there to help him in any way that 
we could possibly do so and that whenever he got into a jackpot or a misunder- 
standing with any of the Ordnance personnel, he should immediately contact 
the undersigned who would make every effort to see that he got prompt action 
on any of his requests. From that time until September 1, 1953, we received 
many telephone calls from Mr. Vagim where he complained that the inspector 
was too tough, that his subcontractors were letting him down, that he was having 
trouble in getting delivery of material, that it took too long to get an engineering 
change order through, and many other generalized complaints. 

However, during this period Mr. Vagim made trips and telephone calls to the 
various arsenals and centers involved trying to do business directly with those 
arsenals and centers rather than come through the San Francisco Ordnance 
District. This would enly delay things and resnited in Mr. Vagim being told 
something on the telephone by arsenal or center personnel that could not be 
backed up by this district. In an effort to stop this nonsense, the district 
talked with the arsenals and centers and was told that they never agreed to some 
of the things Mr. Vagim said would be forthcoming and that if we wanted any 
waivers, deviations, or engineering change orders that they would have to be 
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yas q 
whe 3 submitted by Vagim through the San Francisco Ordnance District to the arsenal 
1a] 4 or center involved. 
it ; During this time the undersigned again made another trip to Fresno to visit 
the plant of Mr. Vagim and while were were able to see work in process it was 
ng } all substandard in its manufacture and it was equipment that was not acceptable 
4 » the Government. Instead of Mr. Vagim making out the necessary requests 
# for engineering change orders and deviations, he would call on the telephone 
’ and try to get a change approved by that method, which was not possible as all 
i such requests must be in writing. 
{ On September 1, 1953, at 2 p. m., a conference was held with Mr. Vagim in 
the office of the Chief of the Legal Division, San Francisco Ordnance District. 
In attendance were Edward Vagim and Mr. Royer, his plant supervisor; Maj. 
Rellie E. Lawyer, executive officer, San Francisco Ordnance District; Melvin 
Sundstrom, Chief, Artillery and Small Arms Branch, Industrial Division: and 
Alfred W. Berney, Chief, Legal Division. The purpose of the meeting was to 
( hear the complaints of Mr. Vagim on lack of cooperation of district personnel 
§ and difficulties he was encountering in the production of items being manufac- 
7 : tured. Mr. Vagim inferred district personnel had not acted properly in dis- 
] charge of duties and had created his difficulties in meeting production. He gen- 
eralized. Mr. Berney stated the district would be pleased to have facts to sub- 
> : stantiate statements and would thereafter make investigation and take necessary 
5 corrective action. Mr. Vagim stated that facts were in his files in his home office 


and asked for a week to submit same. The request was granted. Mr. Berney 
commented that a review of the files indicated the contractor was delinquent, 
no excusable delay was evidenced, and that contracts should be terminated 
forthwith for default. However, it was agreed by those present that Mr. Vagim 
would submit his facts and they would be investigated and corrective action 
taken if found necessary. 

4 Thereafter, on September 10, 1953, the attached letters were received from 
Vagim Machine & Engineering Co. When the four letters were received on 
September 10 another meeting was held in Mr. Berney’s office to discuss these 
letters, and in these letters, particularly exhibit A attached, Mr. Vagim stated 
that they were holding in their files copies of correspondence which will confirm 
difficulties encountered by them in connection with the following matters: 

1. CMP allotments for materials. 

2. Ineffectiveness of priority in securing materials. 

3. Inability of mills to deliver material which would comply with speci 
heations. 

1. Delayed action on deviations requested by us as the result of transfer 
of administration from Los Angeles Ordnance District to San Francisco 
Ordnance District. 

5. Ineffectiveness of priorities and apparent inability of district to secure 
improved delivery on special tooling required from various manufacturers. 

all of which were beyond the scope of the San Francisco Ordnance District in 
that it was work that had to be done by Mr. Vagim and his organization. 
On page 2, first paragraph of exhibit A, Mr. Vagim stated that it was not his 

q intention to place the blame for delinquency on anyone’s shoulders or to indicate 
in any way a lack of cooperation by anyone within the district. He felt that 
all of the causes which have created this delinquency were beyond his control 
or that of the district. He also stated that he was confident that everything had 
been done that could be done to obtain proper action whenever it was requested. 

Finally, the undersigned would like to point out that the San Francisco 


4 Ordnance District has assisted the contractor in all ways possible with his 
; production problems but that the contractor displayed little regard for the 
advice and assistance offered him and proceeded to perform under subject con- 
tracts in a manner suitable to himself. 
RELLIE EF. LAWYER, 
Major, Ordnance Corps, Serial 01558046. 
Sworn to before me this 18th day of March 1954. 
j [SEAL] MILTON RyGH, 


Notary Public. 


"2 


My commission expires April 23, 1955. 
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ExuHisit A 


VAGIM MACHINE & ENGINEERING Co., 
Fresno, Calif., September 9, 19538. 
Re production status, Contract DA-30-144-ORD-3409 
San FRANCISCO ORDNANCE DISTRICT, 
Oakland, Calif. 
GENTLEMEN: This contract 


covers 800 leg assemblies and an assortment of 
tooling required f 


production assemblies and component parts. 
All gages, special taps, chasers, and some special fixtures and jigs have been 
completed and are on hand. 

Those jigs and fixtures which have not been completed are those on which 
there is some question regarding the need for same. It is possible that we will 
want to utilize tooling other than that which was originally contemplated on 
these particular components. 

An inventory attached will indicate the quantity of material which is on hand 
and the current status of each component part required for production of these 
assemblies. 

We are holding in our files copies of correspondence which will confirm difficul- 
ties encountered by us in connection with the following matters: 

1. CMP allotments for materials. 
2. Ineffectiveness of priority in securing materials. 
3. Inability of mills to deliver material which would comply with 
specifications. 
4. Delayed action on deviations requested by us as the result of transfer 
of administration from Los Angeles Ordnance District to San 
Ordnance District. 
5. Ineffectiveness of priorities and apparent inability of district to secure 
improved delivery on special tooling required from various manufacturers. 

It is not our intention to place the blame for delinquency on anyone’s shoulders 
or to indicate in any way a lack of cooperation by anyone within the district. 
We feel that all of the causes which have created this delinquency were beyond 
our control or that of the district. We are confident that everything was done 
that could be done to obtain prompt action whenever it was requested. However, 
our records indicate innumerable unexplainable delays between the dates action 
was instituted by us and the dates on which action was finally taken which would 
enable us to proceed with procurement of materials or production of components. 

These delays were multiplied by the time taken by suppliers to make deliveries 
after orders were placed, plus our own production problems which also required 
time and which time could not be utilized until after materials and special 
tooling were in our hands. 

As the time which has been lost on this job cannot be regained or recovered, 
we feel that any explanations we may offer at this time would be of little or no 
value. However, we feel that we are entitled to due consideration for these 
extenuating circumstances which were beyond our control and are prepared to 
offer the detailed evidence if and when it becomes necessary. We are proceeding 
with production of these assemblies and with the district’s cooperation and 
assistance, should be able to complete and deliver these units witbin the next 
90 days. 

Very truly yours, 


Francisco 


Epw. J. VAGIM. 
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Inventory and status report of contract A—80—144-ORD-3409 


Detail parts 


Part No Status 
1 Quantity 
Quantity required on hand 
{ 800 (foot) 896 | 100 percent complete 
a4 800 (body 825 10 percent complete 
7 800 (sleeve) 850 «90 percent complete 
{ 800 (ring) 825 | Material only 
8457 800 (nut R2 De 
233 } 800 (ring) 8. Do 
4 95239 800 (washer g Do 
4-2 1,600 (screw 1.770 | 100 percent complete 
800 (spring 5K Do 
2,475 (pins 2,500 | Material only 
23500 .....-| 800 (sleeve R50 Do 
45¢ | 800 (bracket 903 | 55 percent complete 
57u4U9 | 800 (clevis 878 | Material only 
25248 ea | 800 (latch) 800 Do 
25248 Mas 800 (spring) 970 | 100 percent complete 
252.0 ‘. in | 2,400 (screws 2, 650 Do 
4/ | 800 (cover 800 | Material only 
fee 800 (pins R00 Do 
X4 800 (oll cup 825 | 100 percent complete 


VAGIM MACHINE & ENGINEERING Co., 
Fresno, Calif., September 9, 1953. 


Re production status, contract DA-11-070-ORD-6925 


SAN FRANCISCO ORDNANCE DISTRICT, 
1515 Clay Street, Oakland, Calif. 

GENTLEMEN : This contract covers three items: 

Item 1. 50,000 latch, sleeve. 
Item 2. 12,000 leg, rear, left, assembly. 
Item 8. 10,000 leg, rear, right, assembly. 

Item 1: 40,000 of these latches have been completely machined and our inspec- 
tion indicates that deviations must be requested from Rock Island Arsenal to 
permit delivery of these parts and to expedite production on the remainder. We 
have requested assistance from the production engineering branch of the district 
in order to survey our need for deviations and to assist us in presenting our 
request for deviation to Rock Island Arsenal. We have had discussions with 
Rock Island Arsenal at which time they indicated their desire to have us present 
deviation requests for their consideration. Production cannot be resumed on 
these parts until proper attention has been given to our production problems 
and the need for deviations or engineering change orders are properly considered. 

Item 2: Leg, rear, left, assembly. All component parts have been fabricated 
and all assemblies partially completed. Deviations or engineering change orders 
are required in order to correct drawing errors. Provisions must also be made 
for proper gaging and inspection of final assemblies. ~ Production has been 
stopped and cannot be resumed until need for engineering change orders or devi- 
ations has been properly surveyed by district production engineers and such re- 
quests filed with the arsenal for consideration. Discussions with the arsenal 
have indicated that they are prepared to give requests for deviations and engi- 
neering change orders their immediate attention as soon as they are presented. 
A request has been made to the district for the assistance of district engineers 
to survey and confirm our findings. 

Item 3: Leg, rear, right, assembly. Practically all components parts are 
completed and have been partially assembled. The same need for correction 
of assembly drawings and engineering change orders or deviations exists as in 
the case of item 2 above. We have requested district engineers to assist us in 
surveying the need for these changes so that deviations or engineering change 
orders can be properly presented to Rock Island Arsenal for their consideration. 
In discussions with Rock Island, we were informed that we should file formal 
requests for deviations or engineering change orders with them through the 
district so that these requests could be properly considered. The arsenal is 
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prepared to give us immediate action as soon as they have the necessary infor- 
mation. We have had to stop production on these units pending survey by 
district engineers and subsequent action by the arsenal. 

Shipments can commence almost immediately after final outcome of engineer- 
ing survey and arsenal approval of deviations or engineering change orders. 
Very truly yours, 


EDWARD J. VAGIM. 





VAGIM MACHINE & ENGINEERING CoO., 
Fresno, Calif., September 9, 1958. 
Re production status, contract DA—04—495-ORD-234 


San FRANCISCO ORDNANCE DISTRICT, 
1515 Clay Street, Oakland, Calif. 

GENTLEMEN: This contract calls for 89,600 housing, hammer spring, against, 
which we have delivered to date 44,800. 

At this date we have waivers requested and pending against 5,648 parts. If 
waivers are granted, these parts can be packaged and shipped immediately. 

We have an additional 20,000 parts on which inspection is being currently 
performed to determine defects if any. Upon completion of inspection, we will 
file request for waiver. This request will be ready for filing not later than 
Friday of this week. 

Additional parts to complete contract are currently in production and de- 
pendent upon the outcome of our requests for waivers. Deliveries against this 
contract should be completed on or before November 30. 

Very truly yours, 










EpWArp J. VaGIoM. 


















VAGIM MACHINE & ENGINEERING Co., 


Fresno, Calif., September 9, 1953. 
Maj. RELLI£ E. LAWYER, 


San Francisco Ordnance District, 
Oakland, Calif. 

DeAR Str: We are enclosing herewith carbon copies of status reports and letter 
of transmittal sent to Mr. Alfred W. Berney. 

We hope you will find these self-explanatory and that the information they 
contain will assist the district in dealing with our problems. 

Anything you can do to assist us with these problems will be greatly appre- 
ciated and we will be glad to furnish you with any further detail you might need 
in connection with any of our statements or claims. 


Sincerely yours, 
Epw. J. VAGIM. 








Vacim MacHIne & ENGINEERING Co., 
Fresno, Calif., September 9, 1958. 
Mr. ALFRED W. BERNEY, 
San Francisco Ordnance District, 
Oakland, Calif. 

Dear Mr. BERNEY: We are enclosing herewith status reports covering the three 
contracts on which we have not yet completed deliveries. 

We hope you will find these status reports self-explanatory and will be glad to 
furnish any further information you might deem necessary. 

In the case of contract 3409, our correspondence files are so voluminous on 
this contract that it would be difficult to include copies of all documents with 
this report. We believe your files are complete and have all of the necessary 
reference material. If you have any difficulty in placing the chronological 
sequence of correspondence between ourselves and the district and the relation 
of this correspondence to the claims we have made, we will be glad to bring our 
files to your office and give you this detailed information. 

Very truly yours, 















Epw. J. VacrM. 
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WOOLDRIDGE MANUFACTURING CO. VERSUS CORPS OF ENGINEERS 


Senator Fercuson. We will receive in evidence, as I said before, 
subject to the committee meeting, the prepared statement of Col. O. J. 


;aldwin. 
(The prepared statement of Colonel Baldwin is as follows :) 


STATEMENT oF Con. O. J. BALDWIN 


1. I am Col. O. J. Baldwin, Chief, Procurement Division, Military Supply, 
Corps of Engineers. I am here because of certain charges made by the Wool- 
iridge Manufacturing Co., Sunnyvale, Calif., of alleged irregularities in con- 
ection with the letting of a contract under invitation No. ENG—11-184-53-A-565. 
There are with me representatives from the Chicago Procurement Office, Office, 
(ssistant Chief of Staff, G-4, the Judge Advocate General of the Army, and the 
Bureau of Yards and Docks, Department of the Navy. Each of these representa- 
tives is cognizant of certain aspects of this case and is available to answer such 
questions as are within his competency. We appreciate this opportunity to ac- 
quaint the committee as to the facts and as to the reasons for our actions in 
naking this ward. 

2. It has been alleged that the Corps of Engineers, in particular the Chicago 
Procurement Office, accepted deviations to an invitation to bid not included in 
the original bid, after bids had been opened without allowing other bidders to 
so alter their bids or apply such deviations to all bidders. Neither Caterpillar 
nor any other bidder was allowed to change or modify its bid in any manner what- 
soever after bids were opened. The deviations from the specifications as taken 
by Caterpillar were contained in their original bid as submitted. The contract- 
ing officer did accept deviations from the specifications which were filed with 
the Caterpillar bid which were determined to be minor. The exercise of such a 
discretion is within the authority of the contracting officer and is proper if the 
interests of the Government are best served. Such is stated by the Comptroller 
General, himself, in his decision of November 23, 1953 (B-116, 109), which is 
now on file before this committee, involving the contract which was ultimately 
awarded to the Caterpillar Tractor Co. The only difference between the deter- 
mination of the contracting officer and the Comptroller General was one of judg- 
ment on a technical matter; based upon the same set of facts, the contracting 
officer ruled that the deviation was “minor” and the Comptroller General ruled 
it was “major.” The determination of whether or not a deviation is minor or 
major is a question on which there may be reasonable differences of opinion. In 
this case, the contracting officer decided one way, the Comptroller General to 
the contrary. Inasmuch as it is conceded that such a decision is within the 
realm of the Comptroller General’s authority appropriate action was taken 
thereafter. 

8. I would like to state at this time that the contracting officer, in exercising 
his judgment in this case, relied upon previous rulings of the Comptroller General. 
Moreover, he sought advice from the author of the specifications, Bureau of 
Yards and Docks, Department of the Navy, which also was the requisitioning 
agency. The Bureau of Yards and Docks was asked whether or not the excep- 
tion taken by the Caterpillar Tractor Co. as to the loading distance required for 
the scraper, as stated in the exceptions, would be considered a matter of major 
importance to them as the using agency. The contracting officer was advised 
that the requirement that the 15 cubie yard scraper self-load in a distance of 
125 feet was “secondary” to the time of loading, which was considered primary, 
and that no objections would be made to extending the loading distance to 225 
feet if the contracting officer considered such modification to be in the best inter- 
est of the Government. Other deviations taken by Caterpillar were, in fact, ex- 
planatory statements of other limiting factors in the specifications as well as 
minor variations in design which frequently must be waived in order to obtain 
the standard product of the manufacturer. The Caterpillar Tractor Co. was the 
low bidder on this basis and was awarded the contract. 

4. A further allegation has been made before your committee that there was a 
deliberate delay, amounting to fraud, by the Corps of Engineers in preparing the 
report requested by the Comptroller General in answer to the protest of the 
Wooldridge Manufacturing Co. It has been intimated that this delay was for 
the purpose of allowing the Caterpillar Tractor Co, to complete all items under 
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the contract in question prior to the rendering of a decision by the Comptroller 
General. I would like to state here and now that such an allegation is not true, 
is without foundation, and is categorically denied. From the day the bids under 
this invitation were opened this case was a difficult one to evaluate. Every 
effort was being made by Government representatives to protect the interests of 
the Government and to be fair to all bidders. Upon receipt of the initial letter 
of protest by the Wooldridge Co., from the Office of the Comptroller General, it 
was necessary to secure from the contracting officer a fully documented report on 
this award. A supplemental letter of protest was filed by the Wooldridge Co., 
some 12 days subsequent to the initial letter, analysis of which necessitated a 
delay in submitting the report. Upon receipt of this report, which ran to 10 
pages, single spaced, and was voluminously documented, it was necessary to 
evaluate it and to establish, to the satisfaction of my office, that the award was 
properly made. To do this it was necessary to get opinions and viewpoints 
on technical matters of complex nature which could not be answered over- 
night or without careful study. It is recognized that the elapsed time might 
appear to be considerable to one not familiar with the details of the case or the 
issues involved. The complexity of this case is confirmed by the length of time 
required by the Comptroller General to render his decision. I have gone over 
this case thoroughly and can find nothing to substantiate the allegation of de- 
liberate delay on the part of anyone. 

5. On the 23d of November, 1953, the Comptroller General, in the decision men- 
tioned earlier, rendered an opinion in this case to the effect that the deviations 
offered by Caterpillar should not have been classified as “minor” and that, ac- 
cordingly, “the contracting officer exceeded his authority in accepting the Cater- 
pillar bid with the exceptions stipulated.” The Comptroller further held that his 
office had “no alternative but to hold the award illegal and direct that appropriate 
steps be taken to cancel the contract.” I am informed that this decision was 
received by the Assistant Chief of Staff, G-4, the Army General Staff action 
agency, on Friday, November 27, 1953. On Monday, November 30, 1953, the As- 
sistant Chief of Staff, G-4, advised me, by telephone, to stop all work under the 
subject contract, and advised me that the Comtroller General decision shortly 
would be forwarded for action. Upon receipt of these instructions, the con- 
tracting officer was so advised, by telephone, within the hour, and, in turn, the 
contracting officer, by teletype dated November 30, 1953, notified the Caterpillar 
Tractor Co. that the Comptroller General had declared contract DA-—11-—184-eng- 
12782 to have been awarded illegally and that the contract would be canceled; 
Caterpillar was advised, also, to cease all operations under said contract. More- 
over, on this same date the inspectors were instructed to accept no further deliv- 
eries under this contract and the Navy Regional Accounts Office was instructed to 
make no further payments to Caterpillar under this contract. 

6. I am further informed that, on December 1, 1953, representatives of the As- 
sistant Chief of Staff, G-4, and of the Judge Advocate General conferred with 
Mr. Fisher, General Counsel, Office of the Comptroller General, relative to the 
interpretation to be given to the term “cancel” as used in the Comptroller Gen- 
eral’s decision. On the basis of the discussion with Mr. Fisher, and in order 
that Army action might conform to the interpretation of the Comptroller Gen- 
eral’s decision, as given by Mr. Fisher, a supplementary directive, dated Decem- 
ber 10, 1953, instructed the Chief of Engineers that the decision of the Comptroller 
General permits the Department of the Army to take the following actions in 
eanceling the contract: 

(a) The execution of an agreement with Caterpillar providing for the follow- 
ing: 

(1) Compensation to Caterpillar at the contract price for those items delivered 
and accepted by the Government and for which payment has been made. 

(2) Reasonable compensation to Caterpillar for those items delivered and 
accepted by the Government and for which payment has not been made. 

(3) Delivery and acceptance by the Government and payment of reasonable 
compensation to Caterpillar for those items completed but not delivered. 

(4) Authorization to complete manufacture, delivery, and acceptance by the 
Government, and payment of reasonable compensation to Caterpillar for those 
items on which the contractor has completed substantial performance. If 
doubt arises with respect to determinations as to whether performance has been 
substantially completed on any particular item, the matter will be referred to 
G+} 


(d) Negotiate a separate new contract with Caterpillar for the remaining 
items covered by the original contract if, in the opinion of the Department of 
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the Army, there is sufficient justification for such action. I am further in- 
formed that a discussion between General Allen, formerly Assistant Chief, Pro- 
curement Division, G-4, and Admiral Royar, Chief, Bureau of Supplies and 
Accounts, Department of Navy, confirmed that the Navy could dispense with 
those tractors not substantially completed as of December 1, 1953. Therefore, 
in accordance with the instructions contained in the directive from Assistant 
Chief of Staff, G-4, December 10, 1953, the contracting officer was instructed to 
take no action to negotiate a separate new contract covering the remaining items. 

7. The above instructions were carried out to the letter by Office, Chief of 
Engineers. 

8. It will be noted that no deliveries were accepted and no payments made 
under the original contract subsequent to the Comptroller General's decision. 
Those deliveries accepted and payments made prior to the Comptroller General's 
decision were ratified under the terms of the agreement reached with the Cater- 
pillar Tractor Co. in accordance with the above cited directive of December 10, 
1953. 

9. Pursuant to instructions, from the Assistant Chief of Staff, G-4, action has 
been taken to further strengthen the technical consideration of proposed awards 
involving highly technical matters by making available to contracting officers 
the services of qualified experts in the various technical fields. These experts 
will be available to advise contracting officers and to consult with contract awards 
boards on such technical matters as may arise. In the event guidance at a higher 
level is desired by the contracting officer, there has been established in the 
Office, Chief of Engineers, a procurement contract review board composed of a 
representative group of the best qualified technical, procurement, and legal per- 
sonnel available in that Office. The board was established for the purpose of 
advising contracting officers on difficult procurement cases. Contracting officers 
have been instructed to refer to this board, prior to award, proposed military 
supply awards, in any amount, where major or controversial considerations are 
involved with respect to a technical evaluation of bids or proposals against pre- 
seribed specifications, 

10. Mr. Chairman, as I mentioned earlier, I have with me today, the contract- 
ing officer and his assistants who aided and advised him in making the award 
under this invitation. In addition, there are present, representatives of the 
Assistant Chief of Staff, G-4, the Judge Advocate General and of the Bureau 
of Yards and Docks, Department of Navy. We would be most happy to answer 
any questions involving this case which you desire to ask. 


Senator Frrevson. Now, Colonel, will you give us a summary of 
what you contend here? You have read the evidence, have you? 


TESTIMONY OF COL. 0. J. BALDWIN, CHIEF, PROCUREMENT DIVI- 
SION, MILITARY SUPPLY, CORPS OF ENGINEERS; COL. CARL M. 
SCIPLE, CHIEF OF THE CHICAGO PROCUREMENT OFFICE, CORPS 
OF ENGINEERS; LT. COL. JOHN D. KOOKEN, PROCUREMENT LAW 
DIVISION, OFFICE OF THE JUDGE ADVOCATE GENERAL; WILLARD 
F. DODSON, EXECUTIVE OFFICER OF THE CHICAGO PROCURE- 
MENT OFFICE, CORPS OF ENGINEERS; FRANCES F. PRIDEAUX; 
LT. COL. B. C. PREACHER, G-4; LEO BERMAN; AND CAPT. E. J. 
PELTIER, USIV, BUREAU OF YARDS AND DOCKS, DEPARTMENT 
OF THE NAVY 


Colonel Batpwin. I have general knowledge of the case. I have 
with me a number of individuals who have some specific knowledge 
< the specific points, and I would like the privilege of calling on 
them. 

Senator Fereuson. All right. I wish you would. 

Colonel Batpwin. If I feel it necessary to do so. 

Senator Fercuson. This is the case where they changed the specifi- 
vations after this man (The Wooldridge Manufacturing Co.), who 
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did not get the contract, says he was notified specifically as to whether 
or not he was bidding on these specifications. 

Colonel Batpwin. This is a case in which one of the bidders alleges 
that we permitted and accepted deviations. 

Senator Frrcuson. Were you people sworn with the other 
witnesses ¢ 

Colonel Batpwin. No. 

Senator Frrevson. Will you stand, please? Will you solemn] 
swear in the matter now pending before the committee you will tell 
the truth, the whole truth, and nothing but the truth, so help you God? 

(Chorus of assents. ) 

Senator Fercuson. You may proceed. 

Colonel Batpwry. Will you ask your question again, please? 

Senator Frercuson. Yes. This is the case. as I under stand it, where 
the contract involved accepting a deviation from the specifications 
which were filed and upon which the complaining person had given 
his bid; and he was not given any opportunity to make a change in 
his specifications ; and in fact he was led to believe from what was s said 
to him that they did not want any change in specifications, and in 
effect notified him so that he had to repeat that he was bidding on 
the specifications without changes. 

‘The question is now, that he says he could have manufactured them, 
if he had had this change, for so many thousands of dollars less. 
Why was this contract changed as it was and the contract given to 
one person without an opportunity to the others to bid ? 

Colonel Batpwry. I would like to clarify this just briefly for you, 
Senator. Those are his charges. As I understand, he charged there 
were permitted, after the bids were opened, deviations to be sub- 
mitted by this bidder, and that those deviations were accepted. That 
isnot true. No bidder was permitted to change his bid in any manner 
once it was submitted. 

I think that point is very basic. The successful bidder did state 
in his bid certain deviations which he was taking, or certain 
exc eptions. 

Senator Frrcuson. I see in your own statement the following: 

The contracting officer did accept deviations from the specifications which 
were filed with the Caterpillar bid which were determined to be minor. 

Colonel Batpwin. But they were filed with the bid. They were not 
filed after the bid. That was the point I wanted to make. 

Senator Frrcuson. Is it true that the General Accounting Office 
criticized this and in fact said that the contract was void and had not 
been let according to the law? 

Colonel Batpwrn. They did. 

Senator Frrcuson. What is your explanation? 

Colonel Batpwin. That is a matter of judgment as to whether or 
not the action of the Chicago Procurement Office was correct. The 
basis for that action was whether or not a particular exception or 
deviation was major or minor. It is a point on which there is a very 
reasonable difference of opinion, and they come up frequently. 

Senator Frrevson. Who is the man who actually accepted this 
contract ? 

Colonel Batpwin. The contract was accepted by the contracting 
officer of the Chicago Procurement Office, the gentleman sitting on 
my right, Colonel Sciple. 
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Senator Frrauson. Allright. Can we have him explain it as to why 
he did it? 

Colonel Batpwin. I will be very happy to. Carl, will you explain 
that ! 

Colonel Scipiz. Senator, the Chicago Procurement Office at the time 
this contract was let was faced with two responsive bids. In the rush 
of business at the time the bids were opened, which was approaching 
year’s end, and over a period while the buyer 
* Senator Frereuson. Do we get into this point again ? 

Colonel Screte. No, sir. 

Senator Frreuson. That when you get near to the year’s end every- 
thing is done in haste in order to get the money committed ¢ 

Colonel Scipie. No, sir. 

Senator Frercuson. So that it does not expire? 

Colonel Sctrix. No, sir. I was trying to set the background. 

Senator Frercuson. Yes. But that enters into the background. 

Colonel Sere.e. This was one of a number of procurements that were 
then in the mill, which is the point I was trying to make. 

Senator Frrcuson. As I understand it, this was a June contract? 

Colonel Sciete. The contract was finally signed in June, and the 
bids were opened on the 29th of the prior month. At that time there 
were four bids submitted. Two of them were clearly unresponsive 
because the qualfications with those bids were such as not to permit 
them to be considered for award. 

As regards the other two, one of which was the Wooldridge bid, 
and the other of which turned out to be accepted bid, there was a 
question as to whether the one that finally turned out to be the accepted 
bid was a responsive bid. That was because there were qualifications 
with it. 

Senator Frrcuson. You have two bids that you threw out as not 
responsive at all ? 

Colonel Scretx. That is right. 

Senator Frercuson. Then you have one in strict compliance with the 
specifications. That is the complaining person. 

Colonel Screte. There were two in strict compliance with the speci- 
fications. But there was doubt, Senator, in the mind of the buyer 
and the various assistants in my office when they first looked at those 
bids, just because of the sheer—the statement of qualifications submit- 
ted with the bids—as to whether both bids were fully responsive. 

Mr. Forsyrne. Is it not a fact that this is the reason why we are 
here? When you say there are two bids that adhered strictly to 
the specifications that is a matter of judgment ? 

Colonel Scipte. That is correct. 

Mr. Forsyrue. So if you are going to be very strict on the speci- 
fications the fact is that there were not two bids that were strictly 
adhering to the specifications. You are saying there are two bids 
that were strictly adhering to the specifications, but there were not 
except in your judgment. Is that right? 

Colonel Scrpte. Your point is well taken. In the judgment of all 
of my staff and myself, after full consideration, we deemed both bids 
to be fully responsive to the specifications. 

Mr. Forsyrue. And that is the big question, because the General 
Accounting Office disagrees. 
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Colonel Scrptx. We have never seen the basis for the General Ac- 
counting Office’s evaluation of the technical question involved. 

Senator Fercuson. Why was it that you asked this 1 bidder on 1 
or 2 occasions, as shown by the evidence, as to whether or not he was 
bidding strictly on the specifications ? 

Colonel Screte. Because when we came to comparing the machines 
which were being furnished by the two responsive bidders it was 
quite apparent that the machines were decidedly similar. 

There is in the 7th of August submittal, that is, the administrative 
report to the General Accounting Office—which possible the commit- 
tee has in its reeord—a comparison sheet which you can refer to, which 
will show how similar all of the details were on the two machines.? 

Senator Fercuson. But when you found out that one was deviating, 
even to what you call a minor degree, why did you not give the other 
man an opportunity to deviate also? 

Colonel Screte. Because this was not a negotiated procurement. It 
was a formal procurement, Senator. They rest their case—— 

Senator Fercuson. Are you going to follow the rule now, laid down 
by the auditor of the Comptroller General? 

Colonel Screte. Yes, sir. The rule laid down is that a contracting 
officer 

Senator Frerquson. He says: 

A deviation or exception is to be considered material when it goes to the 
substance of the offer by affecting the price, quality or quantity of the items 
being procured. 

Colonel Screte. That is where the matter of judgment enters, Sena- 
tor. The Comptroller judged one way and we judged another way. 
We are obligated in a formal procurement to abide by the bids as 
they come in. 

Senator Frrcuson. How much was the bid that was accepted below 
the other fellow’s bid? 

Colonel Screte. Including an evaluation of freight charges to des- 
tination it was $52,454.60 lower. That is the one we accepted. If 
the freight evaluation be omitted then the Government will save by 
award to the lower bidder, some $62,000. 

Senator Fercuson. I do not understand that. 

Colonel Screte. This invitation called for delivery to various points. 
In considering or determining who is the lower bidder we always 
take into account what it would cost the Government to pay for 
delivery to the destination, because we called for bids f. 0. b. origin 
and we called for bids f. o. b. destination. 

Senator Fercuson. What was this bid? 

Colonel Sctete. This, as it was finally awarded, was a bid f. o. b. 
origin. In round figures it was about $50,000 that was at stake. 

Senate Fercuson. As I understand it now, the General Accounting 
Office got in touch with the Corps of Engineers. Is that right? 

Colonel Scirtzx. The General Accounting Office ? 

Senator Fereuson. Yes. They got in touch with them in July. 

Colonel Scterz. You mean after the award was made we were called 
upon for an administrative report ? 

Senator Frereuson. Right. 

Colonel Serrte. Yes, sir, Senator. 


2 The document referred to appears on p. 135. 
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Senator Fercuson. Then the General Accounting Office gets in it. 
When did you first know that the General Accounting Office was in it? 

Colonel Screte. On the 16th of July we received a letter from our 
Chief of Engineers which enclosed for our appropriate answer the 
General Accounting Office’s letter of July 10. 

Senator Frreuson. All right. On the 10th of July the General 
\ccounting Office wanted certain facts because they were looking into 
the question as to whether or not a violation of rule 2, whichI have 
read to you, had occurred. You got word on the 16th of July. As 
[ understand the facts presented here so far, it is that you did not 
inswer that immediately. 

Colonel Screte. We received, sir, a supplemental letter from the 
General Accounting Office, which enclosed another letter from the com- 
plainant, the Wooldridge Manufacturing Co. 

Senator Frravson. Yes. 

Colonel Screte. We received that on the 27th of July. Our ad- 

\inistrative report went out on the 7th of August. 

Senator Frrevson. You reported on the 7th of August. Is that 
right ¢ 

Colonel Screte. That is right. 

Mr. Sacks. That is, the Chicago office. 

Colonel Sctrrtx. This is the Chicago Procurement Office’s field re- 
port. 

Mr. Sacks. I think Colonel Baldwin can take it over from there, 
Mr. Chairman, if you want it chronologically. 

Senator Frrevson. I just want these facts. You had an explana- 
ion on the 7th of August. Is that right? 

Colonel Scieize. That is correct, sir. 

Senator Frrevson. Then on the 16th of September there is a re- 
port prepared by the Chicago Procurement Office relative to the 
iwards of the contract. It says: 

It is believed that the report contains all of the information requested in the 
two letters. 

Colonel Screte. I am not aware of a report on the 16th of Sep- 
tember. 

Colonel Batpwin. You are speaking of the letter from the Chief 
of Engineers, I believe ? 

Senator Fercuson. Yes. This is not sent to the Comptroller Gen- 
eral until the 16th of September. 

Colonel Batpwin. But the point there is this: That the Chicago 
Procurement Office operates under the Chief of Engineers’ Office. 
That report which Colonel Sciple just mentioned was addressed to 
the Chief of Engineers. 

Senator Frreuson. Yes. But here is the claim. The claim is, 
while this was being investigated on the complaint of the Comptroller 
General, the contract was allowed to be completed so that when the 
Comptroller General decreed the contract void under the law, nothing 
could be done about it. That is the complaint. 

Now, how do you explain that? Why was there not speed used in 
seeing whether or not you had a void contract ? 

Colonel Baldwin. A partial answer to your question is this: That 
came in through the Chief of Engineers’ Office. It had to be evalu- 
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ated before we expressed an opinion on it one way or another. 
an extremely complex case. 

I do not know how much opportunity you have had to get into it, 
but it is an exceedingly complex case and we did not propose to pass 
it over lightly. We had to study that report, and we did. 

Senator Fercuson. Just on your words it was an extremely com- 
plex case, and you did not want to pass it over lightly. 

Colonel Batpwin. That is right. 

Senator Frrcuson. But you allowed it to be completed before you 


solved it, so you just threw it out of the window. Is that not what 
it amounts to? 


Colonel Batpwin. No, sir. 

Senator Frercuson. When you first heard about this, was the con- 
tract actually being executed? This contract was not let until about 
the 27th, was it? 

Colonel Batpwin. The contract was let in June. 

Senator Fercuson. Yes. The 27th of June. 

Colonel Batpwin. The contractor proceeded with it—— 

Senator Frereuson. And on the 10th of July you knew there 
was something wrong, and it is claimed to be wrong. 

Colonel Batpwin. But we have and would have no basis for sus- 
pending the contract. The fact that a competitor alleged that there 
was something wrong is not a basis for suspending the contract. 

Senator Frrauson. But would you not jump in immediately to see 
whether or not you had a void contract? Colonel, wouldn’t you? 
When the Comptroller General steps in, who represents the Congress ? 

Colonel Batpwiy. No, sir. 

Senator Fercuson. You will not do it then? 

Colonel Batpwiy. We would not. 

Senator Frreuson. So you just let it ride, and completed the con- 
tract ? 

Colonel Batpwriy. No, sir. We took steps to get the answer. But 
if we had suspended the contract the contractor would have had a 
basis for his claim against us. 

Senator Frercuson. He would not have. 
eral ruled it void. 

Colonel Batpwry. He did not rule it void at that time. 
a report. 

Senator Frrcvson. But he did rule it void after he got your report. 

Colonel Batowin. He did after a very careful study of it; but he 
did not express an opinion at that time. 

Senator Fercuson. He could not at that time because he was trying 
to get the facts. Have the engineers learned anything here, or have 
they not? Does not this case mean anything to you? 

Colonel Batpwry. The point you have raised, I believe, is a legal 
one. 

Senator Ferevson. No. I hope I am not raising a legal point. 

Mr. Sacks. Senator, may I say just a word on that? It appears 
that the engineers had to take a risk when they heard about the 
Comptroller General’s inquiry based on the competitor’s complaint, 
in the following way: If they canceled the contract then, and sus- 
pended action, and if the Comptroller General ruled in favor of the 
Corps of Engineers and against Wooldridge, then the Corps of Engi- 
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eers might have additional charges under the contract owing to the 
Caterpillar Co. Either way there is a risk involved. 

Senator Frrcuson. First I want to know who actually let this 
contract. 

Mr. Sacks. You have the contracting officer right here. 

Senator Frreauson. All right. When did his superior officer check 
this to see whether or not there was something wrong with it? 

Mr. Sacks. On what date did you send out, Colonel Baldwin, and 
ask the contracting officer for a report on this procurement ? 

Colonel Scrpie. M: iy I interject ? 

Senator Fereuson. Are you the highest officer where this contract 
was accepted ¢ 

Colonel Screte. At my office in the field I am fully responsible. I 
am the contracting officer in charge of the office. 

Senator Frercuson. Who was above you so he would have control 
of this contract ? 

Colonel Screte. Senator, before the contract was let we apprised 

ur superior officers—C ‘olonel Baldwin and that office—of a decision 

f the Comptroller General which was almost point by point along 
the lines of the case we had before us. It is referred to in the report 
which you have of August 7 that we finally wrote. 

So, if I may read an excerpt, just one sentence long, from that ruling 
of the ¢ ‘omptroller General, which is decision No, A-61145, the Comp- 
troller General in that case ruled: 

Where minimum specifications are used a reasonable deficiency does not jus- 
tify rejection of an otherwise acceptable low bid, in the absence of facts showing 
that such minimum specifications reflect a particular need of the Government 

a given instance. 

Senator Frereuson. All right. 

Colonel Screte. We felt we had a precedent case that fully sup- 
ported it. 

Senator Fercuson. You passed on it. What I want to know is when 
did your superior officers pass on this matter ? 

Mr. Sacxs. When did you ask for the report, Colonel Baldwin? 

Colonel Batpwin. We asked for the report on the 14th of July, I 
believe. 

Senator Ferevson. The 14th of July. 

Colonel Batpwin. We asked for the report on it. We did not have 
the facts on which to take any action there. That report came in and 
it was studied completely. 

Senator Fercuson. You are from the Pentagon. 

Colonel Batpwin. In general terms; yes. I am from the Chief of 
Engineers’ Office, which is at Gravelly Point. 

Senator Frrcuson. pat are here in Washington. 

Colonel Batpwry. I am here in Washington. Yes, sir. When this 
report came in we studied it, and it was studied in great detail, and 
we concurred in the action of the contracting officer, and felt his action 
was correct. We so stated in the September 16 letter which went 
forward to the Assistant Chief of Staff, G4. 

Senator Frrevson. Do you mean in this type of a case it takes from 
the 7th of August until the 16th of September? And in the meantime 
the contract is being fulfilled, which contract was only for 51 tractors 
and 34 scrapers, I believe, or a small number of vehicles. 
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Colonel Batpwiy. The contractor was at work. We felt that. the 
contract had been properly awarded. We replied to the Assistant 
Chief of Staff, G-4, which is the next supervisory agency, or the action 
agency under which we work. 

Senator Frereuson. Is there not a section of the statute which states 
that if the contracting officer lets a void contract he is personally 
liable ? 

Mr. Sacks. Perhaps Colonel Kooken who is from Army JAG can 
answer that. 

Colonel Kooxen. I know of no particular reference to the par- 
ticular-——— 

Senator Frreuson. Is there not a law to that effect ? 


Colonel Kooxen. Not that particularly states if he lets a void 
contract. 


Senator Feracuson. If he spends money illegally ? 

Colonel Kooxen. If he spends money illegally. 

Senator Fercuson. Is that not letting a contract like this? 

Colonel Kooxen. In this particular case there has been no payment 
made under the contract. There has been a payment made in accord- 
ance with the settlement agreement. 

Senator Fereuson. Is that how you get around it? In other words, 
you do not pay under the contract, but you make a settlement and, 
therefore, your officer is not liable. Is that what you are talking 
about ¢ 

Colonel Kooxen. If I might—— 

Senator Fercuson. Is that what you are talking about ? 

Colonel Kooxen. If I might speak to that exact point, Senator-—— 

Senator Ferguson. I wish you would make it clear on the record. 

Colonel Kooxen. Upon receipt of the decision from the Comp- 
troller General the Assistant Chief of Staff, G-4, directed the Corps 
of Engineers to stop performance under the contract and stop payment. 

On the next day, December 2, the General Accounting Office was in 
contact with the Department of the Army and indicated that their 
interpretation of that decision was that the word “canceled” meant 
that the Army was to stop performance and they then would enter 


into an agreement to pay for performance which had been executed 
up to that date. 


Senator Fercuson. Is that in writing ? 

Colonel Kooxen. That is not in writing on this particular case. It 
is in accordance with prior decisions which deal with the subject of 
quantum meruit claims. That is included in the statement which we 
have. 

Senator Fercuson. Under the law, though, you cannot pay where 
the contract is void. 

Colonel Kooxen. No, sir. But he would have an action on the basis 
of the actual work which he had performed, particularly with respect 
to the scrapers which we had accepted and we had in our system at 
that particular time. 

Senator Frerauson. So that the delay here from the 7th of August 
until the 16th of September allowed this to get into the condition 
where this contract was really performed and the Government pays, 
and the unsuccessful bidder just has no remedy. 


Colonel Kooxen. It might have. I do not know the facts in the 
case. 
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Senator Fercuson. You claim you did not pay uuder the contract, 
but you made a settlement ? 

Colonel Kooxen. Yes, sir. 

Senator Frreuson. How much did you vary the contract? Did you 
give him the full amount of his money ? 

Colonel Kooxen. I think the Corps of Engineers have the copy of 
the agreement they entered into. I can’t say exactly how much. 

Senator Frreuson. Could the Engineers let us see that copy of set- 
tlement ¢ 

Colonel Sciete. Yes, sir. May we furnish that for the record to the 
committee ¢ 7* 

Senator Frerauson. Yes. 

Colonel Screte. The total amount as finally settled was $1,163,- 
802.54. 

Senator Frrauson. What was the contract sum ? 

Colonel Scipte. The contract was $1,294,919.92. 

Senator Frreuson. What did you get delivered? The full amount 
under the contract ? 

Colonel Scrrte. All of the scrapers. The 34 scrapers, which was 
the total number, and 38 of the wheel-type tractors called for. 

Senator Frrauson. Out of how many ? 

Colonel Sciretx. I am sorry; 44 of the wheel-type tractors. 

Senator Ferauson. Out of how many? ; 

Colonel Screte. Fifty-one. There were seven which were not de- 
livered. 

Senator Frereuson. Seven not delivered. Did you deduct just the 
amount of the seven that were not delivered ? 

Colonel Screte. No, sir. The status of completion of certain of 
the tractors—there were six where the percentage of completion was 
between ninety-eight and a small fraction, and ninety-nine and a frac- 
tion percent. Those being substantially completed were paid for 
under the instructions for settlement or for negotiation on your new 
contract. 

Senator Frrauson. Did the General Accounting Office approve this 
settlement ? 

Colonel Scretz. Informally they did. 

Senator Frrcuson. Why do you say informally ? 

Colonel Scretx. Because we have seen nothing in writing on it. It 
is my understanding that a Mr. Fisher of the General Accountin 
Office talked to counsel representing the Secretary of the Army, an 
as a result of that oral instruction this settlement was effected. 

Senator Ferauson. I would like to have counsel get the records from 
the General Accounting Office on this matter. I do not understand 
why it is not in writing. 

Mr. Sacks. Colonel Kooken, do you always get these things in 
writing from the GAO? 

Celene Kooxen. No, sir. 

Mr. Sacxs. What is your usual practice? 

Colonel Kooxen. The usual practice in such a case where we would 
want to have an expeditious settlement and close it up as fast as we can, 


#8 A copy of the agreement as entered into with Caterpillar Tractor Co., Peoria, Il., 
was subsequently furnished to the committee by Colonel Sciple and is retained in the 
committee files. 

* Retained in committee files. 
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is that we get in contact with them informally. Of course, GAO in 
this case will review the settlement. I do not believe that they have 
as yet, but they will review it formally. 

Senator Frrcuson. But they have not actually acccepted this set- 
tlement ? 

Colonel Kooxen. I cannot answer whether they have or not. All 
I can say is they will undoubtedly review it, or they have. 

Senator Fercuson. Whom do you represent? 

Colonel Kooxren. The Office of the eo Advocate General, Pro- 
curement Law Division. 

Colonel Scirptz. May I offer one thing that I think may be helpful 
to the committee ? 

Senator Fereuson. Yes. 

Colonel Scirtz. The minute we were apprised in the field of the 
decision of the Comptroller General, nell ate steps were taken by 
notifications to all concerned to stop the manufacture of these tractors. 

Precisely, we teletyped or sent a telegram, rather, to Caterpillar, ad- 
vising them of the decision, and directing them to cease all operations 
under the contract. 

Likewise we instructed our inspecting agency to perform no further 
inspections and accept no further deliveries, and to instruct its in- 
spectors to perform no further certification on invoices under the 
contract. 

Senator Fercuson. When did that notice come? 

Colonel Screte. That was on the 30th of November, and on the same 
day we told the Disbursing Office, the officer in charge of the United 
States Naval Regional Accounts Office, that that Office was to make no 
further payments under the contract. 

So, the minute we were apprised at the working level of the decision, 
immediate steps were taken to stop activity under the contract. 

Senator Frercuson. But that does not come until late in November ? 

Colonel Screte. That is correct. 

Mr. Sacks. May I say a word on that, Mr. Chairman? Let us be 
open and frank with the committee. 

Senator Fercuson. I hope we all are. 

Mr. Sacks. We all are. We in the Army took a chance in July of 
1953 in not canceling or suspending this contract. Suppose we had 
gone out and ordered Caterpillar at that time to sanpunl nitiaths and 
then suppose the Comptroller General had ruled in favor of the Army 
in late November. What would you have had then? 

Senator Frereuson. Counsel. 

Mr. Sacks. Yes. 

Senator Fercuson. You know, people cannot understand it when 
you have a matter like this where the Government is spending all of 
the money they are spending; and then when a matter like this arises, 
and with all of you men sitting around this table being concerned 
in it, it takes from July until November to get a ruling on the matter. 

Mr. Sacks. The Comptroller General took 6 weeks to make his 
decision. Or 7 or 8 weeks. That is the time he took to make his 
decision. 

Senator Fercuson. I am including all persons. 

Mr. Sacks. Had we suspended the procurement in July and the 
Comptroller General ruled in favor of us, then we would have delayed 
furnishing these tractors unnecessarily to the Navy for the period from 
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July through August, September, October, and most of November. 


Moreover, because we would have delayed, the contractor, Caterpillar, 
vould have had additional costs that we would have had to pay for. 
Senator Frrevson. Under the circumstances the ruling of the 
auditor of the Comptroller General would have protected you 

Mr. Sacks. Against paying termination costs ¢ 

Senator Fereuson. Yes. Because the contract is void. 

Mr. Sacks. No. Butif he had ruled in our favor. 

Senator Ferauson. You see what you do. You leave this other 
contractor without any remedy whatever, and you come in here, 
Counsel, and practically say in effect, “There is not any remedy for it. 
We took this chance, and this is the chance, and now we find the con- 
tract is void, so we make a settlement instead of paying him under the 
contract.” The man who made a good bid according to the terms of 
the contract and who should have had the contract, has no remedy at 
all with the United States Government. 

Mr. Sacks. But, Senator, had we done that and suspended, and had 
the Comptroller General upheld us, maybe we would be subject to real 
criticism for having incurred the additional cost, and for having caused 
the delay in the deliveries. 

Senator Fercuson. What you are saying, Counsel, to these people 
back in the field—and this is what it will amount to—is this: When 
you have one man completely on the beam and bidding according to 
the terms of the contract, you use your judgment. We will protect 
you. 

Mr. Sacks. No, sir. 

Senator Frereuson. I hope you are not doing that. 

Mr. Sacks. There is no question about following the rulings of the 
Comptroller General. It is perfectly clear. You cannot accept a 
major deviation, but in the honest judgment of our people in the Army 
who studied the question it was determined there was not a major 
deviation. 

Senator Frrcuson. Will you tell me this: Did you ever go into the 
question as to whether this was really urgent ? 

Mr. Sacks. Perhaps the question could be addressed to the Navy 
who, after all, asked us to buy the stuff for them. 

Senator Fercuson. But did they have a delivery date? 

Mr. Sacks. They put a requirement on the Army engineers for it. 

Senator Frrcuson. What was the delivery date in this contract ? 

Colonel Sctptz. The scrapers were to be delivered by October 16, 
1953, and the tractors by December 18, 1953. 

Senator Frreuson. So your urgency did not require it. There 
was plenty of time. You did not have to accept before those dates. 

Mr. Sacks. Senator, if I may point out one thing. If we had sus- 
pended in July and did not hear from the Comptroller General until 
November, we could not have met the record delivery dates because 
there is lead time involved. 

Senator Frrcuson. You are arguing a lot of assumptions, Counsel. 
You are arguing the question that you did not know what they were 
going to do. When they did not reply, why could you not have 
gotten in touch with the Comptroller General and said, “We have a 
situation here. This is an important matter and we want a ruling 

in a couple of days.” 








132 MILITARY PROCUREMENT PROGRAM, 1954 


This contract did not call for this material until after all of this 
was going along. 

You see, you ‘Jeave these fellows who do bid according to the speci- 
fications right out in the open with no relief and you take a con- 
tractor who did have variations in his specifications. 

[ would think, personally, that you people in the Pentagon would 
be very ccna al of this situation. 

Mr. Sacks. If the Chairman’s point is that the Army could have 
acted faster in getting the issue resolved, I think there may be 
grounds for this criticism. But all I am addressing myself to is that 
I am saying, given the facts in July of having the Comptroller Gen- 
eral asking us questions on the basis of a complaint of an unsatisfied 
or dissatisfied bidder, we would have been remiss in our duty if we 
had suspended. 

Senator Fercuson. Who was it that got in touch with this com- 
plainant and wanted to know whether or not he was bidding strictly 
on the specifications ? 

Colonel Scretz. That was the representative in our office, Mr. 
Chairman. 

Senator Frerauson. Why was that done? 

Colonel Screte. That harks back to the comparison of tractors 
I alluded to some time ago. The 2 machines of the 2 responsive bid- 
ders seemed so closely alike that we wondered why one would put 
exceptions in his bid and the other did not. Therefore, having had 
experience 

Senator Fercuson. Therefore, you were put on notice. 

Colonel Screte. Having had experience in prior cases where a con- 
tractor or vendor will come in say, “Oh, yes, I will do that,” and then 
when he goes to perform he finds he has overlooked things, we wanted 
to be sure the bid had been carefully studied. 

Senator Fereuson. Why did you not get in touch with the Cater- 
pillar people? 

Colonel Screte. We did. 

Senator Frereuson. Did you tell them, “Now, are you absolutely 
certain you are going ahead on these specifications?” 

Colonel Scirtx. We asked them—first of all, we wanted to find out 
why they put those exceptions to the specifications in their bid. 

Senator Frrevson. Yes. 

Colonel Sciptr. They sat down and explained them item by item. 

Senator Frerauson. What is the information ? 

Colonel Screte. It is lengthy, sir. 

Senator Frrauson. Why did you not get in touch with the other 
fellow, when you were asking him if he was going to be specific on his 
specifications, and ask would these variations change it ? 

Colonel Scietx. There was no change in the invitation requirements 
whatsoever, Senator. We have no authority under this type of pro- 
curement which permits us to negotiate with one bidder, but on the 
basis of what came in on his bid. 

Senator Fercuson. You can call for new bids. 

Colonel Screie. It was a possibility to throw out all bids and re- 
advertise. 

Senator Frravson. Yes. That is right. 

Colonel Screte. But in our judgment it was not the best thing in 
the interests of the Government, because we had what we thought 
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were two responsive bids; and every time you advertise you run a 
fair risk of getting into the same thing all over again. 

Senator Ferauson. You know, we have heard so much in this com- 
mittee about people making bids according to specifications, and 
f there is a slight variation the defense is that they varied and 
therefore we gave it to the other man because he was on the specifica- 
tions. Therefore, bidders have to keep strictly to specifications. 

Here we find a case where a fellow is warm, and he says, “Yes, 
| am bidding strictly on the specifications.” Another fellow comes 
into your office and negotiates—— 

Colonel Sctpte. No, sir. There was no negotiation. 

Senator Frercuson. He comes in for an explanation. 

Colonel Scretz. We asked him just as we would ask any bidder, 
“What did you mean by your bid, and why did you not do this and 
that?” 

Senator Frreuson. Is that not negotiation ? 

Colonel Scirpte. No, sir. It is explanation to tell us what was 
going on in his mind. He may have made mistakes, too. If he were 
to introduce in the case the fact that he had made a gross mistake we 
would have had another type of action. 

Senator Frercuson. What would you have done? 

Colonel Scretz. It would have all depended on the circumstances. 
There can be innumerable complaints. 

Senator Frrauson. As I understand it, the discretion is with your 
people out in the field to accept bids in variance from the specifica- 
tions and to get the contract completed before the General Account- 
ing Office rules it void, and then make a settlement and do not pay 
him under the contract. Is that a fair statement ? 

Colonel Screte. No, sir. That is not. 

Mr. Sacks. No, sir; that is not. Also, Senator, if I may say one 
more thing, the Comptroller General to my knowledge never told 
us, and did not tell us in this case when he merely raises a question 
about a procurement, to suspend the procurement. 

If the Comptroller General sees fit to tell us we ought to suspend, 
as the Senator is suggesting, we of course will follow that; but he is 
not suggesting that. In our best judgment we decided not to suspend 
because to do that would have cost us additional thousands of dollars 
and delayed the procurement had the Comptroller General ruled in 
our favor, which is quite possible. 

Senator Frrcuson. Has the Army learned anything from this case, 
Counsel ? 

Mr. Sacks, I am not certain. 

Senator Frreuson. I would have to answer the same way. I think 
your defense shows you have not. 

Mr. Sacks. I think we have learned this, Senator. I think we have 
learned in examining the question of whether or not a deviation is 
major or minor that we have to be more careful. And we have taken 
certain steps to strengthen the consideration—the technical considera- 
tion—of a proposed procurement to make sure we did not make this 
kind of a mistake again. 

In our prepared statement of Colonel Baldwin, which you have 
there, if you will look at the last paragraph, paragraph 9 at the bottom 

of page 6—if I may be permitted to read that I want to show you what 
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we have learned out of this case. May I have the permission of the 
Chair.to do that? * 

Senator Frereuson. Yes. 

Mr. Sacks (reading) : 

9. Pursuant to instructions, from the assistant Chief of Staff, G4, action has 
been taken to further strengthen the technical consideration of proposed awards 
involving highly technical matters by making available to contracting officers 
the services of qualified experts in the various technical fields. These experts 
will be available to advise contracting officers and to consult with contract 
awards boards on such technical matters as may arise. In the event guidance at 
a higher level is desired by the contracting officer, there has been established in 
the Office, Chief of Engineers, a Procurement Contract Review Board composed of 
a representative group of the best qualified technical, procurement and legal 
personnel available in that Office. This Board was established for the purpose of 
advising contracting officers on difficult procurement cases. Contracting officers 
have been instructed to refer to the Board, prior to award * * * 

I emphasize, prior to award. 

* * * proposed military supply awards, in any amount, where major or con- 
troversial considerations _s 

Such as the issue involved in this case. 

* * * are involved with respect to a technical evaluation of bids or proposals 
against prescribed specifications. 

Senator Frercuson. When was that put into effect ? 

Colonel Batpwin. That was put into effect along in September, or 
October, or November. There were various steps to it. The Board 
itself actually was set up in November. 

Senator Frrcuson. Did this case have anything to do with that? 

Colonel Batpwiy. It did not. 

Senator Fercuson. But you do not feel this case could now happen? 

Colonel Sciete. May I offer something? 

Mr. Sacks. Let him answer the question. 

Colonel Barpwrn. What w as the question ? 

Mr. Sacks. Will the reporter read the question ? 

(Whereupon the reporter read : “But you do not feel this case could 
now happen ?”) 

Colonel Batpwrn. It probably would not. I would not be able to 
say at this point, looking at 

Senator Frreuson. What is the exact date this was put into effect ? 

Colonel Batpwrn. I believe the Awards Board was actually set up 
on the 18th—was actually formally nominated on the 18th of 
November. 

Colonel Screte. Can I make a comment, Senator Ferguson ? 

Senator Frreuson. I think you have here the Army G-4 directives 
dated July 20, 1953, and October 26, 1953, establishing technical review 
boards in all its principal purchasing offices. Is that right? 

Mr. Sacks. That was a G-4 directive. In response to those direc- 
tives there was taken by the Corps of Engineers and the other technical 
services, the action along these lines described in the paragraph I 
just read. In response to this directive we took steps that would help 
prevent errors of this kind. 

Senator Fercuson. When was what you read put into effect? 


* See p. 119 for Colonel Baldwin's statement. 
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Colonel Batpwiy. The formal memorandum establishing it was the 
isth of November. That was the date on which the order was actually 


eigned. 


Senator Frercuson. How long was that after you got word this con- 


tract was void ¢ 


Colonel BaLpwtn. It was prior to that. 
Senator Frercuson. I think that is all, gentlemen. 
(The report by the Chicago Procurement Office is as follows:) 


DISPOSITION FORM 


File No. ENGAC-301 
Subject: Request for Report, Comptroller General’s letters B-116109 dated 10 

July and 21 July 1953. 
To: G4 
From OCE 

16 SEPTEMBER 1953. 

There is forwarded herewith, for transmittal to the General Accounting 
Office, a report prepared by the Chicago Procurement Office relative to award 
of a contract under Invitation No. DA-ENG-—11-184-53A-565. It is believed 
that the report contains all of the information requested in the two letters from 
the Comptroller General; and on the basis of the information in the report, 
this office concurs in the action taken by the contracting officer. 

For the chief of engineers: 

A. C. LIEBER, 
Brigadier General, USA. 
Deputy Chief of Engineers for Military Operations. 

Incls. 

1. Ltr 7/10/53 w/Incls. 

2, Ltr 7/21/53 w/Incls, 
3. Report 8/7/53. 


Corps or ENGINEERS, U. 8S. ARMY 
CxHIcAaGo ProcuREMENT OFFICE 


Chicago 6, Ill. 
7 Aucust 1953. 


Administrative Report on Award on Invitation No. DA~-ENG-—11-184-53-A-565 


1. This office, pursuant to the requirements of Requisition Budocks AD-195-53, 
on 30 April 1953, issued Invitation and Bid No. DA-11-184—53-A-565 (Standard 
Forms Nos, 30, 31, 36 and 32) requesting bids for the furnishing to the Govern- 
ment of the hereinafter set forth items of equipment. Subsequent to the is- 
suance of this Invitation and on 6, 14, 18 and 22 May 1953, respectively, this 
office issued five Addenda thereto. (See Exhibits A and B.) Bids under this 
Invitation and Addenda, as issued, were requested to be submitted to this office 
by 11:30 o’clock a. m., Central Daylight Saving Time, 29 May 1953, at which 
time they were to be publically opened. The Invitation requested the furnish- 
ing of the following items of equipment: 

Item 1. Tractor, wheel type, pneumatic tires, 4 x 2 wheel drive diesel engine 
driven, 20,025 to 27,000 pounds drawbar pull in accordance with the hereinafter 
set for “Specifications for Item 1” and the “Exceptions and Additions” thereto, 
and the General Requirements; 51 each. 

Item 3. Scraper, towed type, 2 wheel, pneumatic tires, open bowl, cable 
operated, 15 cubie yard struck capacity in accordance with the hereinafter set 
forth “Specifications for Item 3”; 34 each. 

2. The Invitation specifically provided that both items (Items 1 and 3) would 
be awarded asa lot. Bidders were requested to submit Bid “A”, unit prices for 
furnishing the 51 Tractors (Item 1) and the 34 Scrapers (Item 3), F. O. B. cars, 
Origin, Loaded and Blocked, and/or Bid “B”, unit prices furnishing 24 Tractors 
(Item 1) and 16 Scrapers (Item 3), F. O. B. Hueneme, California, 15 Tractors 
(Item 1) and 10 Scrapers (Item 8), F. O. B. Davisville, Rhode Island, and 12 
Tractors (Item 1) and 8 Scrapers (Item 3), F. O. B. Gulfport, Mississippi. The 
Invitation provided that award would be made for one type of delivery, that is, 
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under Bid “A” or Bid “B’, and not both. In connection with bids submitted 
under Bid “A” (F. O. B. Origin), it was specifically provided in paragraph 7 
of the Special Terms and Conditions as follows: 

“7 Bid Evaluation.—Bids will be evaluated on the basis of overall cost to the 
Government. In connection with bids submitted on an F. O. B. origin basis, 
the applicable commercial rail transportation costs between bidders shipping 
point as stated herein, and the designated destination, as set forth in this 
Invitation, will be considered in determining the lowest estimated cost to the 
Government.” 

3. The Specifications for the Tractor (Item 1) were set forth in the Invitation. 
Among other requirements, the specifications covering the tractor contained 
the following: 

“The tractor shall be a diesel engine driven, pneumatic tired, 4-wheel tractor, 
with 2-wheel drive, rear mounted double drum power control unit, rear mounted 
drawbar for towing scrapers, dump wagons, compaction equipment, etc., and 
provided with standard pintle hook for towing machinery and other types of 
trailers. The tractor shall be complete in all respects for operating 12 and 15 
eubie yard struck capacity scrapers, and for other related towing tasks such 
as pulling machinery trailers, rollers, stabilization equipment, and bottom dump 
wagons. 

“The bare tractor shall develop not less than 20,025 pounds horizontal pull 
when traveling at not less than 1.5 MPH, on level, inorganic clay soil as identi- 
fied by the Unified Soil Classification Chart adopted by the Corps of Engineers 
in January 1952. The soil shall be of low to medium plasticity, with liquid limit 
between thirty (30) and forty-five (45) plastic limit between ten (10) and 
twenty (20), and a moisture content not more than three (3) percent dryer 
or one and one-half (114) percent wetter than optimum, as determined by Test 
Method D-G98-—42T of the American Society for Testing Materials. 

“The tractor, with related attachments, shall be capable of self-loading a 
12 eubie yard struck capacity, 2-wheel towed type, cable operated scraper, with 
a minimum of 27,540 lbs. of CL type material in a distance of not more than 
one hundred and twenty-five (125) feet and a time of not more than seventy- 
tive (75) seconds. This performance shall be demonstrated on level, undis- 
turbed, inorganic clay soil as identified by the Unified Soil Classification Chart 
adopted by the Corps of Engineers in January 1952. The soil shall be of low 
to medium plasticity, with liquid limit between thirty (30) and forty-five (45) 
plastic limit between ten (10) and twenty (20), and a moisture content not 
more than three (3) percent dryer or one and one-half (1144) percent wetter 
than optimum, as determined by Test Method D-698—42T of the American Society 
for Testing Materials. 

“The tractor, with related attachments, shall be capable of pulling a 150,000- 
pound gross load consisting of a loaded full low bed trailer up a 10-percent grade 
on a road that has a firm base and reasonable improved surface (rolling resist- 
ance shall be considered as not less than 65 lb. ton). The tractor shall be capa- 
ble of pulling a 150,000-pound gross load consisting of a loaded full low bed 
trailer, on a Jevel road that has a firm base and improved surface, at a maximum 
speed of not less than 16 MPH. (Rolling resistance shall be considered as not 
less than 40 lb. ton). The tractor shall be capable of pulling a 65,000-pound 
gross load, consisting of a loaded full low bed trailer, on a road that has a firm 
base and improved surface, up a 1-percent grade, maintaining a speed of not 
less than 16 MPH. 

“The tractor shall be able to travel without undue oscillation throughout its 
entire operating speed range and shall be capable of a maximum speed of 25 
MPH. The total static weight of the tractor, with attachments, added weights 
or their equivalent, shall not exceed 43,000 Ibs. The total static weight of either 
axle, with attachments, added weights or their equivalent, shall not exceed 
28,000 Ibs.” 

4. The Specifications for the Scraper (Item 3) were also set forth in the Invita- 
tion. These specifications are as follows: 

“Seraper.—The scraper shall be of the 2-wheel, pneumatic tired, open bowl, 
cable operated type and shall be designed for operation with the tractor specified 
herein. The scraper shall have a struck level capacity of at least 15 cubic yards 
and shall be of heavy, rugged construction to load material of the type specified 
under the tractor requirements. The scraper shall be provided with air operated 
brakes and connections therefor to the tractor. A push block shall be provided 


for angle dozer assistance in loading. The scraper shall be of the self-loading, 
hauling, and positive discharge type.” 
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There were also contained in this Invitation in the General Requirements 
aragraph 11) and the Special Terms and Conditions (paragraph 6) the follow- 

g provisions : P 

11. Standard Product.—The equipment and component parts except as specified 

ein shall be essentially the standard product of the manufacturer so that 

mpt and continuing service and delivery of spare parts may be assured. The 
mponent parts of the unit need not be the product of the same manufacturer. 
he parts shall be new and unused.” 
Information as to Description.—Exceptions: The bidder shall furnish a 
itement giving a complete description of all points where the Tractors he pro- 
oses to furnish does not comply with the specification, as well as any exceptions 
e may take to the specification. Submission of a bid without indication and 
iplete explanation of any such deviations or departures or any exceptions taken 
hall constitute a warranty that the Tractors offered is in strict accordance with 
the specification herein cited.” 

6. Bids under this Invitation were received from M.R.S. Manufacturing Com- 

iny, Flora, Mississippi, the Euclid Road Machinery Company, Cleveland, Ohio, 
he Oliver Corporation, Chicago, Illinois, the Caterpillar Tractor Company, 
Peoria, Illinois, and Wooldridge Manufacturing Company, Sunnyvale, California, 
and were publicly opened on 29 May 1953, at 11: 30 o’clock a. m., Central Daylight 
‘saving Time, as provided for in the Invitation. (See Abstract of Bids, Ex- 

bit C.) 

7. In evaluating the bids as received under this Invitation, it was determined 

at the alternate bid as submitted by Caterpillar Tractor Company was the low- 
est of the bids received. In this alternate bid, the Caterpillar Tractor Company 
offered its Caterpillar Diesel DW-—20 Tractor, four-wheel, with front bumper, pull 

ook and windshield, equipped with 14.00 x 24, 16-ply front tires and 24.00 x 29, 
~4-ply rear tires. The Caterpillar Tractor Company, in bidding this alternate 
for the required tractor, specifically stated : 

“Caterpillar DW-20 tractor proposed under this alternate item is capable of 
yperating a Caterpillar No. 20 scraper and Caterpillar W20 wagon.” 

“The unit is not a self-loading unit and the proper way of loading being push 
loading by a track-type tractor. The DW tractor proposed herein is not designed 

s a towing tractor and a drawbar is not provided.” 

It was determined by the Contracting Officer that this alternate was not an 
acceptable bid, because the type of tractor offered was not of the type that was 
required under the terms of this Invitation. Therefore, this alternate was re- 
iected by the Contracting Officer. 

8. The next lowest of the bids received was that submitted by the Euclid Road 
Machinery Company. This concern offered its Euclid Model 14TDT wheel-type, 
pneumatic tired, diesel engine driven tractor and Euclid Model 21SH towed-type, 
2-wheel, pneumatic tired, open bowl, hydraulically operated scraper of 15.5 cubic 
yard struck capacity [italics supplied]. The Euclid Road Machinery Company 
in submitting its bid stated: 

“The ‘Conditions for Item 1’ and the specified requirements for the tractor, 
as set forth in the subject invitation, are not commensurate with the current 
design of commercial production in the industry. The development of design, 
production and subsequent experimental test of a tractor, to meet these require- 
ments, would parallel the program now in progress at this plant, on a family of 
three sizes of rubber tired, four-wheel tractors, for the Engineering Research and 
Development Laboratories at Fort Belvoir, Virginia. Such a development would 
involve design, production and satisfactory testing of a pilot unit prior to quantity 
production. Ultimate delivery would be dependent on the outcome of the entire 
development and test program. 

“We are, therefore, obliged to submit this proposal on the basis of supplying 
Euclid model 14-TDT—4 x 2 wheel-type, penumatic-tired, diesel engine driven 
tractor and Euclid model 21SH towed-type, 2-wheel, pneumatic-tired, open-bowl, 
hydraulically operated scraper of 15.5 cubic yard struck capacity. 

“Obviously this tractor-scraper combination varies from the specification which 
accompany the subject invitation.” 

It was determined by the Contracting Officer that this bid was also not accept- 
able for the reason that the tractor offered was not of the type that could be 
utilized with a cable-operated scraper and that the scraper as bid was a hydrauli- 
“ally operated scraper, in lieu of a cable-operated scraper as required under the 
ee of the Invitation. Therefore, this bid was rejected by the Contracting 
Officer. 
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9. The third lowest of the bids received was submitted by the Caterpillar Trac- 
tor Co. wherein it offered, under Item 1, its Caterpillar Diesel DW-20 Trac- 
tor, four by two wheel drive, equipped with 14.00 x 24, 20-ply rock rib front 
tires and 24 x 29, 24-ply, rock type rear tires, 6,000 lbs. of counterweights, 
and calcium chloride solution to supply weight in the rear tires, packed for 
overseas shipment in accordance with the requirements of the Invitation, de- 
livered f. 0. b. Peoria, Iil., at the unit price of $19,105.34, less $100 discount for 
payment within 30 days, or $19,005.34 net. Under Item 8, it offered its Cater- 
pillar No. 20 Scraper equipped with 24.00 x 29, 24-ply rock type tires, packed 
for overseas shipment in accordance with the requirements of the Invitation, 
at the unit price of $9,627.87, f. o. b. Joliet, Ill, less $50 discount for payment 
within 30 days, or $9, In its bid for the Tractor as called for under 
Item 1, the Caterpillar Tractor Co. listed the following as “Exceptions” to the 
specifications : 

“Caterpillar DW20 tractor is capable of developing 25,000 lbs. DBP while 
traveling at 2.16 MPH. With a weight of 28,000 lbs. on the drivers the required 
20,025 lbs. may be obtained if the coefficient of traction is considered as .73. 

“The DW20 will self-load a 15 cu. yd. two-wheel towed type, cable operated 
scraper, with a minimum of 27,540 lbs. of CL type material in 75 seconds (coeffi- 
cient of traction assumed to be .67). Because the low speed of this tractor is 
2.16 MPH, the loading distance would be approximately 215 feet. 

“Caterpillar DW20 is capable of pulling a 150,000 lb. gross load, consisting 
of a loaded full bed trailer, up a 10 percent grade on a road that has a firm base 
and reasonably improved surface providing the coefficient of traction is .9. 

“Rear mounting face of tractor and cable control unit do not conform to SAB 
standards as the cable control provided with this unit is the type used with 
2-wheel towed scrapers rather than 4-wheel towed scrapers. Cable control unit 
will not perform with rippers without modification. 

“A fuel dipstick is provided rather than a fuel gage as specified. 

“Hour meter cannot be read from seat of tractor. 

“Paint: Since we cannot guarantee that all mill scale will be removed during 
preparations for painting, these machines will be ready for the application of 
the primer in accordance with our standard commercial practice. 

“Placement of subcontractor’s production schedule: As the items quoted are 
standard commercial items manufactured on an assembly line basis and are 
only a small portion of our integrated production, we are unable to provide the 
information requested above. We will, however, make every effort to meet the 
delivery dates quoted and will provide proper notification of any delay or im- 
provements in delivery.” 

In its bid for the scraper as called for under item 3, the Caterpillar Tractor 
Co. listed the following as “exceptions” to the specifications: 

“Paint: Since we cannot guarantee that all mill scale will be removed during 
preparations for painting, these machines will be made ready for the application 
of the primer in accordance with our standard commercial practice. 

“Placement of subcontracts—production schedule: As the items quoted are 
standard commercial items manufactured on an assembly line basis and are only 
a small portion of our integrated production, we are unable to provide the in- 
formation requested above. We will, however, make every effort to meet the de- 
livery dates quoted and will provide proper notification of any delay or improve- 
ments in delivery.” 

The total bid as submitted by Caterpillar Tractor Co. for the 51 tractors and 
the 34 scrapers, less the applicable discounts, f. o. b. Peoria, Ill., for the tractors 
and Joliet, Ill., for the scrapers, was $1,294,919.92. (See exhibit A.) 

10. The fourth lowest of the bids received was submitted by Wooldridge Man- 
ufacturing Co., Sunnyvale, Calif. (exhibit B). In its bid, it offered, under 
item 1, its model T4 tractor, four by two wheel drive, powered by Cummins 
diesel engine model No. HRBISD-600, equipped with 12:00 x 24, 16-ply front 
tires and 21:00 x 25, 24-ply rear tires, packed for overseas shipment in accord- 
ance with the terms of the invitation, delivered f. 0. b. Sunnyvale, Calif., at 
the unit price of $19,000 for the bare tractor, plus $1,500 for the ballast required 
for each tractor to meet the required drawbar requirements, less 2-percent dis- 
count for payment within 20 days, or a net of $20,090 for each tractor, including 
required ballast. Under item 3, it offered its model S142B scraper, equipped 
with 21: 200 x 24, 24-ply tires, packed for overseas shipment in accordance with 
the requirements of the invitation, at the unit price of $10,000, f. o. b. Sunnyvale, 
Calif., less 2-percent discount for payment within 20 days, or a net of $9,800 for 
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bh seraper. The total net bid as submitted by Wooldridge Manufacturing Co. 
r the 51 tractors and the 34 scrapers, f. o. b. Sunnyvale, Calif., was $1,357,790. 
11. The fifth bid received was submitted by M-R-S Manufacturing Co., Flora, 
\liss., wherein it offered its model MRS-190 tractor delivered f. o. b. Flora, 
\Miss., at the unit price of $24,588.09 net. As to item 3, it offered Heil model 
(-16, four wheel pneumatic tired, open bowl, cable-operated scraper at the 
it price of $10,136.40 net f. 0. b., Milwaukee, Wis. (Italics supplied.) This 
dder also expressly conditioned performance of a contract awarded thereunder 
pon “Approval of the Department of the Army as guarantor of the V-Loan 
\greement as agreed upon by our lending agency and ourselves, or any other ac- 
eptable financing which can be arranged.” 
12. The total prices bid by the Wooldridge Manufacturing Co. and the Cater- 
ilar Tractor Co. for the 51 tractors and the 34 scrapers as required under this 
nvitation compare as follows: 


Wooldridge 


Caterpillar Manufactur- 


Tractor Co. 


ing Co 
price, f. o. b. origin $1, 301, 719. 92 $1, 385, 500. 00 
Less cash discount 5 6, 800. 00 27, 710. 00 
1, 204, 919. 92 1, 357, 790. 00 
freight to destinations. . moe 69, 499. 03 59. 083. 55 
Evaluated net cost to destinations 1, 364, 418. 95 1, 416, 873. 55 


These prices are inclusive of all items of tractors and ballast as required. 
The comparison of total price less cash discount, plus the cost of freight to the 
specified destinations, shows that the Caterpillar Tractor Company is the low 
bidder by the amount of $52,454 60. 

13. Since the entire tractor assembly, with attachments and added weights 
(that is, ballast), is sepecified as not exceeding 43,000 Ibs. and is a prerequisite 
to meeting the specification requirements for horizontal pull, bids were evaluated 
on the basis of price for the entire assembly. 

14. Wooldridge states, in its letter of protest, dated 15 July 1953, that in a 
telephone call to the Chicago Procurement Office it was “advised to place a 
separate bid price for Ballast and to make no exceptions to the conditions if we 
believed our product would qualify.” Such a telephone conversation is not a 
matter of written record in this office. However, it is the recollection of Mr. 
J. R. Lindley, to whom Wooldridge talked in a telephone query, that Wool- 
dridge inquired as to the acceptability of bidding a separate price for the ballast, 
to which reply was made that there was no objection, and, in effect, it might 
submit its bid as it saw fit. 

15. Obviously, it is beyond the province of a procurement oflice to advise a 
bidder as to how to submit its bid. Wooldridge could, and did submit a 
separate price for ballast. Its quotation on this basis was acceptable and has not 
been considered any cause for rejection. The tabulation in paragraph 12, 
above, takes into account Wooldridge’s method of pricing ballast separately 
and accepts this method. 

16. Wooldridge also states, in its letter of 15 July 1953, that the Bureau of 
Yards and Docks, Navy Department, Washington, D. C., recommended that the 
award under this Invitation be made to Wooldridge and that the item of ballast 
as bid separately by Wooldridge not be included in the award. This recom- 
mendation was made, as alleged, on 22 June 1953. It followed telephonic dis- 
cussion between this office and the Bureau of Yards and Docks, after preliminary 
examination of the bids, which led to an early, erroneous conclusion that Wool- 
dridge had submitted the only responsive bid. However, further consideration 
of the bids disclosed that, in fact, two were responsive, namely, Wooldridge’s 
and Caterpillar’s, as explained hereinafter. 

17. There was little difference in the characteristics of the tractors offered by 
Caterpillar and Wooldridge. (See exhibit D for a comparison.) However, 
in view of Wooldridge’s letter, dated 21 May 1953 (Exhibit B), which accom- 
panied its bid and which raised some question in the minds of the evaluators as 
to conformity with the specifications (because of details in the attachments 
thereto), Wooldridge was requested by telephone on 17 June 1953 to verify 
whether the tractor it proposed to furnish did fully conform to the requirements 





































































140 MILITARY PROCUREMENT PROGRAM, 1954 


of the Invitation. Wooldridge’s response was a telegram dated 19 June 1952 

(Exhibit E) stating that it was conducting additional loading tests and that 

a telegram would follow. Later on the same day, Wooldridge telegraphed ( Ex- 

hibit F) that it could meet the requirements for self-loading time and distance 

“under optimum conditions,” and that empirical test data would follow by 

letter. Woodridge’s letter of 22 June 1953 (Exhibit G) fulfilled the promise 

to furnish the test data. The Engineering Report therewith confirmed that Woo!- 
dridge’s tractor would meet the requirements as to self-loading time and distance 

“under optimum conditions.” Thereafter, on 24 June 1952 another telegram 

(Exhibit H) was received from Wooldrige in which it stated that it took no 

exceptions to the bid conditions. 

18. Caterpillar, in its bid, said that because the low speed of its DW-20 
tractor was 2.16 mph, this tractor would require, for self-loading a 15 cubic 
yard scraper with 27,540 pounds of CL type material in 75 seconds, a distance of 
215 feet, rather than 125 feet, as specified. In view of this deviation, a telephonic 
inquiry was made of the requisitioning agency, which was also the agency that 
prepared the specfications in this case. This agency, the Bureau of Yards and 
Docks, Department of the Navy, was asked whether the self-loading distance 
was a major or minor requirement. Its teletype reply of 30 June 1953 (Exhibit 
I) said that of the time and distance limitations, the loading distance was 
secondary and that there would not be objection to a deviation to 225 feet. (The 
logic of this decision is apparent when it is realized that the scraper on this 
Invitation, when push-loaded, as will be the case in securing maxmum operational 
efficiency, will take a pay-load of about 49,000 pounds in substantially less than 
75 seconds. In this connection, see paragraph 2c, Exhibit J.) Thus, what Wool- 
dridge has alleged as a modification of specifications after the bids were opened 
is not a change in specifications, in common parlance, but a waiver of a minor 
deviation in a bid, under the determination of the proper authority for estab- 
lishing the degree of deviation. It is also plain from the foregoing that Wool- 
dridge’s allegation that the Bureau of Yards and Docks “advise that they have 
not been consulted” in this matter is at variance with the facts. 

19. Representatives of Caterpillar, in explaining the basis for its bid, said that 
tractive performance required by the specifications could be met only under cer- 
tain conditions of traction (represented by a specified coefficient of traction), in 
view of the total static weight limitation of 28,000 lbs. per axle of the tractor. 
By a letter dated 28 June 1953 (Exhibit J). Caterpillar confirmed its views in 
this respect. It will be noted that what Ctaerpillar was doing in defining coeffi- 
cient of traction. Wooldridge was doing in specifying “under optimum condi- 
tions”. It therefore follows that the Caterpillar and Wooldridge bids were on a 
similar basis in respect of requiring maximum traction, in order to meet tractive 
requirements. They merely chose to make different explanations of this fact. 

20. The Contracting Officer determined that, out of the bids received, the bids 
of the Wooldridge Manufacturing Company and the Caterpillar Tractor Company 
were the only bids responsive to this Invitation and, therefore, to be considered 
for award. The basis for this determination was that the equipment as offered 
by both of these concerns met the actual needs of the Government, there being 
little difference between the equipment offered by Caterpillar and that offered by 
Wooldridge, although the equipment offered by the latter approximated the speci- 
fications somewhat more closely than that offered by Caterpillar. 

21. Certain of the “exceptions” listed in the Caterpillar Tractor Company’s 
quotation sheets appended as part of its bid, and set forth in paragraph 9, above, 
were actual departures from the specifications. These items were (a) the load- 
ing distance, (b) the type of cable control unit, (c) the type of fuel guage, (d) 
the location of the hour meter, (e) the method of preparation of surfaces before 
painting, and (f) the ability to furnish subcontractors’ production schedules. Of 
these items, the exception to loading distance was determined to be a minor devi- 
ation which was acceptable, as outlined in paragraph 18, above, and the other 
items were also determined by the Contracting Officer to be acceptable, since they 
were of a minor nature only, and as such, would not materially affect the per- 
formance characteristics of the equipment as required by the requistioning agency 
under this Invitation. The other stated “Exceptions” were not in fact depar- 
tures from the specifications, but, upon analysis, were found to be explanatory 
statements as to the coefficients of traction necessary to meet the tractive re- 
quirements. (See paragraph 19, above.) 

22. The position as taken by the Contracting Officer in this case is fully sup- 
ported by the principles laid down in Decision No. A-81145 as rendered by the 
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Acting Comptroller General and reported in 16 Comptroller General 464, a de- 
cision, incidentally, that also involved the procurement of tractors. In this deci- 
sion it was stated : 

“* * * where minimum specifications are used, a reasonable deficiency does not 
ustify rejection of an otherwise acceptable low bid, in the absence of facts show- 
ing that such minimum specifications reflect a particular need of the Government 
in a given instance.” 

23. The Contracting Officer, having determined from the requisitioning agency 
that a loading distance of 125 feet did not reflect a particular need of the Gov- 
ernment in this case and that a loading distance of up to 225 feet would be ac- 
ceptable, and having determined that the remaining exceptions were of a minor 
nature only, in accordance with the principles as laid down in the above-cited 
decision, would not have been justified in rejecting Caterpillar Tractor Company’s 
otherwise acceptable low bid in offering equipment that met the actual needs of 
the requisitioning agency, and in making award to Wooldridge Manufacturing 
Company at a higher price. Accordingly, on the 30th day of June 1953, the award 
under this Invitation was made to the Caterpillar Tractor Company, the bidder 
that submitted the lowest of the two responsive bids received. 

CARL M. ScIPLe, 
Colonel, Corps of Engineers, 
Contracting Officer. 


(Whereupon, at 12:30 o’clock p. m., the committee recessed until 
10 a.m. Wednesday, March 31, 1954. 
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WEDNESDAY, MARCH 31, 1954 


SuscoMMITreE ON MiniTary PROCUREMENT OF THE 
Setecr ComMiItTrer ON SMALL BusrNess, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10: 15 a. m., in room 457, 
Senate Office Building, Senator Homer Ferguson (presiding). 

Present: Senators Ferguson and Duff. 

Also present: Robert A. Forsythe, chief counsel to the committee, 
and William D. Amis, professional staff member. 

Senator Fereuson. Not having another member of the committee 
here, we will proceed. We will not make this a part of the record 
until it is passed on by the other members of the committee. For that 
reason, I will not require this particular part to be taken under oath, 
because as I see it, it is really a declaration of what the policy is rather 
than on specific facts of the particular case. 

Is that true? 

Mr. Asxrns. That is correct, sir. 

Senator Fercuson. If you will just come forward, sir, we will start; 
so we can proceed. If you will speak loud enough so those in the 
room can hear—they are interested in this small-business program. 


STATEMENT OF HON. CHARLES S. THOMAS, ASSISTANT SECRETARY 
OF DEFENSE FOR SUPPLY AND LOGISTICS, ACCOMPANIED BY 
RICHARD LENNIHAN, SMALL-BUSINESS ADVISER TO THE ASSIST- 
ANT SECRETARY OF DEFENSE FOR SUPPLY AND LOGISTICS; AND 
JACK STEMPLER, ATTORNEY, LEGAL DEPARTMENT, DEPART- 
MENT OF DEFENSE 


Mr. Tuomas. Mr. Chairman, this sets forth the position of the De- 
partment of Defense relative to small business. May I read it? 

Senator Frercuson. That is what I say, it sets forth the policy. 

Mr. THomas. That is correct. 

Senator Frrevuson. I think the declaration of policy is what we 
need so people will understand just what you are doing and why you 
are doing it. 

Mr. Txomas. I think this sets forth very clearly that policy; so, 
with your permission, I will read it. 

Mr. Chairman and members of the committee, I am pleased to have 
this opportunity to appear before you today to discuss the small- 
business policy of the Department of Defense and to give you a report 
on the proportion of military contracts which have been awarded to 
small-business concerns. 
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First, let me say to you that the Department of Defense has a 
vigorous and effective small-business program. The military depart- 
ments are giving their enthusiastic support to this program and are 
directly responsible for the accomplishment we are able to show under 
the program. 

Procurement records over the years show that, given a fair chance, 
small-business concerns can more than hold their own in competing 
for the types of contracts they are capable of handling. We know that 
in a good many cases the effort to assure small-business concerns a full 
opportunity to participate in defense procurement more than pays 
off in money saved. We think it essential to make certain that our 
procurement practices are so conducted as to enable small concerns 
to compete fully and on a fair basis for supplies and services which 
they are capable of furnishing, thereby enabling them to make their 
full contribution to defense production. 

I should like to highlight at this time some of the important parts 
of the program which assures small business the full opportunity to 
participate in defense procurement. 

(a) Utilization of small-business productive capacity in the indus- 
trial mobilization program of the Department of Defense. 

(6) Maximum use of available industrial capacity. 

(c) Review of military requirements and procurement methods for 
the purpose of assisting small business. 

(d) Training programs for procurement personnel covering the 
problems of small business. 

(e) Encouragement of subcontracting. 

(f) Adoption of a broad publicity program. 

(9g) Appointment of small-business specialists in procurement 
offices to increase small-business participation in defense procurement, 

The success of the program, as I mentioned before, has been and is 
due to the support of the military departments. They made careful 
selection of the small-business specialists which were assigned to 
the major procurement offices to devote full time to assisting in- 
dividual small concerns, and to assist the contracting personnel in 
these offices. The small-business specialists have been, and will con- 
tinue to be the fundamental key in the efforts of the Department of 
Defense to achieve the objectives of awarding to small business a fair 
proportion of military contracts. 

Up-to-date listings of qualified suppliers are maintained in all pur- 
chasing offices of the Department of Doleut Small concerns are en- 
couraged to qualify as bidders for those items they are capable of 
manufacturing. 

Information with respect to proposed procurements in excess of 
$10,000 is teletyped daily to the Chicago office of the Department of 
Commerce for publication in the daily Synopsis of Proposed Procure- 
ment and Contract Awards Information. Manufacturers and sup- 
pliers may subscribe to this publication for $7 per year. 

Senator Frereuson. Just there—how long after you teletype that 
would it get into the hands of a small-business man through this pub- 
lication ? 

Mr. Tuomas. It is mailed the next day. It is mailed out the day 
after it goes into the Chicago office. It is very current. It goes out 
very rapidly. 
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Military purchasing offices also furnish the Department of Com- 
ierce with information concerning awards of unclassified contracts 
. excess of $25,000. Small-business concerns are thus able to obtain 
nformation with respect to military prime contracters and thereby 
pply for subcontracting work. 

In addition to our own small-business program we have a program 
f cooperation with the Small Business Administration. Representa- 
tives of that agency are assigned to the major procurement activities 

f the military departments. These SBA representatives are 

ithorized to participate with the military small-business spe- 
ialists in the screening of proposed procurements to determine those 
suitable for performance by small business. During the screening 
process, the representatives of the two agencies may jointly determine 

iat all or part of a procurement shall be awarded to small business. 
Such a determination is authorized by the act creating the Adminis- 
tration and when made is binding on the contracting officer. How- 
ever, provisions have been made whereby joint determinations may 
ve revoked if they prove to be a detriment to the Government’s best 
nterests. 

Senator Frrcuson. Right there, I would like to ask you: Have you 

ver had a case of revocation ? 

Mr. Tuomas. Very seldom. 

Senator Frercuson. What would be a ground for revocation ? 

Mr. Tuomas. First of all, we define a small contractor as one em- 
ploying less than 500 people, so when we have a joint determination, 
that is let out to those bidders as such, small-business people. You 
might have a case—and we have had very few—where you get a bid 
from a man who had been small business, we will say, with under 500 
people, and he has grown to where he has maybe 750 or 800 people. 
He actually isn’t a small-business bidder, but if he came in with the 
low bid, you would have to throw those bids out and start over. There 
is no condition under which, if you had that circumstance arise 

Senator Frercuson. Then you feel you might have to set aside the 
so-called order ? 

Mr. Tuomas. Yes. 

Senator Ferauson. And allow his bid to stand ? 

Mr. Tuomas. You would start again. 

Senator Fereuson. You would start again. 

Mr. Tuomas. Yes. Sothe others would have a chance to bid against 
that. 

Senator Ferguson. Would he bid? 

Mr. Tromas. Yes, if he put in a bid, you could not prevent him. 
As I understand, you cannot prevent a man from bidding as such, 
but you let it out only to your bidders’ list of small-business people. 

I think the answer to that is that it arises so very few times that it 
doesn’t present any problem. 

Senator Fereuson. Would you just, on the record, put the reasons 
for not allowing what you call large business, big business, above 500 
employees—not : allowing them to bid? 

Mr. Tuomas. Well, I think you have to have a break-off line some 
place. 

Senator Fercuson. I realize that. I realize that the 500 was placed 
as a means of trying to determine small business. 

Mr. Tuomas. That is right. 
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Senator Frrauson. Many of the small-business people think that 
« man who has 500 employees is pretty big business. But you do 
have to have a line. 

Mr. Tuomas. Yes. You have such a myriad of contracting officers 
all over the country, you have to give them some guideline to go on. 

Senator Fercuson. What are you trying to do, when you make an 
order that only small business can bid on this particular contract? 

Mr. Tuomas. Then, you let it out to a bidders’ list of small-business 
people. 

Senator Fereuson. That is right, but why do you do it? What is 
the philosophy in back of it? 

Mr. Tuomas. That you are trying to encourage small business. [ 
think that is basically it. 

Senator Frreuson. To encourage 

Mr. Tuomas. To encourage small business. 

Senator Fercuson. It is not because they cannot compete in bidding 
with big business ? 

Mr. Tuomas. No, I do not think so. I think in many areas small 
business can outbid big business. 

Senator Fercuson. That is what I say. That isn’t the sole reason 
to keep big business out of the bidding. 

Mr. Tuomas. That is right. 

Senator Fercuson. But it is to make sure that there is enough busi- 
ness drifting into small business to keep them busy. 

Mr. Tuomas. And to encourage them, because they are the back- 
bone, to a certain extent, of your industrial system. It is to encourage 
them. Many small businesses have a low overhead and compete very 
effectively with large business. 

You have enough small-business people on your list, as Mr. Lenni- 
han says here, to have a competitive market. 

Senator Ferauson. So you are not doing away with a competitive 
market. 

Mr. Tuomas. That is right. But you are encouraging the small 
people who have a very important part in your industrial system. 

Senator Fercuson. And it may help the psychology of small busi- 
ness, saying to themselves, “If I have to compete with the big-business 
people, there is no use in my putting in a bid.” Do you think you do 
encourage small business to come in if you make this kind of an 
order? 

Mr. Tuomas. I think so, very definitely. 

I think it is proper to encourage them, and that is our philosophy 
and our policy, to encourage them, because they are a very important 
part of the defense program. As you hear these figures, I think you 
will be very surprised what a heavy part of this load small business 
carries in our defense program. 

I should like to give you some statistics which reflect the position 
of small business in defense procurement. I welcome this opportunity 
because unfortunately statements in the press have led the public to 
feel that small business may not be getting its fair share of the pro- 
curement dollar, and that furthermore its share is declining. 

The percentage of contracts awarded to small business depends 
upon the type of procurements being made. 

In the fiscal year ending June 1950, I understand the military de- 
partments spent a little over $5 billion for supplies and services. Of 
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this total, small business was awarded about 24 percent. The per- 
entage to small business was this high because of the types of pro- 
curements being made. We were not buying planes, ships, tanks, and 
eavy equipment in any quantities. 

With the start of Korea, military procurement began increasing 
until the peak was reached in fiscal year 1953. During this period the 
military departments spent $41 billion and the percentage to small 
business dropped to 17.1 percent. In 1951 and 1952 the departments 
vere placing large contracts for planes, tanks, ships, and heavy 
equipment, ; ; ie ; 

During fiscal year 1953, we were still buying quantities of supplies 
and equipment which were not suitable for small business. For this 
period departments spent approximately $2814 billion, of which over 
$14 billion was spent for aircraft and related equipment. Small busi- 
ness received 16.1 percent of this $2814 billion. 

On the other hand, total procurement for the 6-month period end- 
ing December 31, 1953, totaled about $414 billion, which was a large 
decline for this period compared with the $2814 billion of fiscal 1953. 
This was caused by the lack of purchases for aircraft, tanks, and other 
heavy equipment. As a result of this type of procurement, the per- 
centage of the total prime-contract dollar received by small business 
rose to 27 percent. This percentage compares with 24 percent for the 
fiscal year ending June 30, 1950, when we were buying similar types 
of procurements. 

These statistics showing the small-business participation are based 
on percentages of total purchases. They do not tell us whether small 
business has received a fair portion of defense contracts which are po- 
tentially suitable for small business. Because of this, in connection 
with our screening process a reporting system was developed to re- 
flect military procurements potentially suitable for small business, 
ind the percentage of that potential actually awarded to small busi- 
ness. Reporting on this basis began January 1, 1952. 

During the early months of the screening program, small business 
was getting about 60 percent of the suitable contracts. This figure 
has risen to where small business received an average of 74.2 percent 
of the contracts considered suitable each month during fiscal year 
1953. In the 6-month period ended December 31, 1953, this figure 
was 75.2 percent. 

We are firmly convinced that establishing the amount of total mili- 
tary business potentially suitable for small firms is essential and the 
only fair yardstick for measuring the share obtained by small busi- 
ness. In addition, this procedure tends to point out the area in which 
more concentrated efforts should be directed toward helping small 
business, 

The above figures do not take into consideration the large amount 
of subcontracting which has been done by small business. With the 
3 fiscal years since Korea, from July 1950 through June 1953, the mili- 
tary departments contracted for a total of $100.6 billion with business 
firms in the United States. Of this total, small business received 
$18.1 billion in prime contracts. 

The survey, Small Business and Defense Subcontracts, conducted 
by the Select Committee on Small Business, United States Senate. 
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provides some basis for estimating small-business participation in sub- 

contracting when reasonable assumptions are made as to the amount 
of subcontracting from the first tier. Through the second tier of 
subcontracting, as much as 20 percent may be estimated to be subcon- 
tracted to small business. Taking this estimate into consideration, 
small business received approximately 35 to 40 percent of the overall 
contract dollar. 

In closing, I should like to assure you that it is our earnest inten- 
tion to energetically continue our small-business program. 

Now, Mr. Chairman, I would like to say that the military services 
are represented here, and they will give you in detail their programs, 
and I think you will find them very well conceived and very aggres- 
sively pursued programs. 

Senator Frreuson. I would like to get this figure. I do not know 
whether you have it with you. How many people are employed in 
what is known as small business, the firms that you consider capable 
of doing contract work? Will you get it for the record? You must 
have it somewhere. 

Mr. Tuomas. I will. 

Senator Frrcuson. Then give us the number of persons employed 
in what is known as big business. We have figures here running as 
high as—your top figure is 40 percent. 

Mr. Tuomas. Forty percent of all contracting dollars. I would 
guess the people represented in small business would be larger than 
the ones in large business. 

Senator Fereuson. I think that is true, but I think we ought to have 
the figures, because then it shows more what the situation is. 

Mr. Tuomas. We will be glad to get that for you. 

(Following is letter (with enclosures) from Richard Lennihan, 
small-business adviser, Department of Defense, supplying informa- 
tion in response to Senator Ferguson’s request :) 

OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
WASHINGTON 25, D. C., April 20, 1954. 
Hon. HoMER FERGUSON, 
Chairman, Military Procurement Subcommittee, 
United States Senate, 


Dear SENATOR FerRGusON: In one of your recent hearings you requested data 
setting forth the number of persons employed by small manufacturing companies 
versus large manufacturing companies. 

The published census reports do not contain data that relate to small-business 
firms as such. For example: 

The 1947 Census of Manufacturers (General Summary, vol. 1) shows data for 
“establishments” classified as to number of employees; however, “establish- 
ments” are defined as plants or as the units or parts of a plant at a single 
location that are engaged in distinctly different lines of activity. Consequently, 
the data do not show employment on a company or corporation basis. The cen- 
sus figure of 7,737,060 employees in 1947 in establishments of 499 or fewer persons 
(54 percent of the total of 14,294,304 employees in all establishments) therefore 
should not be used to represent small-business employment. 

The census definition of an “establishment” reads as follows: “As a rule, the 
term ‘establishment’ signifies a single unit or company which may consist of one 
or more establishments. A Company operating establishments at more than one 
location is required to submit a report for each location; also, companies en- 
gaged in distinctly different lines of activity at one location are required to 
submit separate reports if separate payroll and inventory records are kept for 
each activity” (p. 2, ibidem). 

Because of this situation we asked the Census Bureau if it would be possible 
to give us any data by size of firm. In their reply we obtained from the Bureau 
some unpublished data relating to small business on a company (rather than 
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“establishment”’) basis. A memorandum from Maxwell Conklin of the Census 
Bureau is attached to this letter. 

The 1947 census data show that there were 5,947,000 persons employed by 
companies employing fewer than 500 persons, or 41.6 percent of the 14,294,000 
persons employed in all manufacturing concerns in 1947. In that year the value 
added by manufacture for the companies employing less than 500 persons was 
$28.9 billion or 38.8 percent of the total value for all concerns. 

The Census Bureau also provided us with estimates by size of company for 
1951, on the basis of a sample study. These data indicate that of 15,503,000 
employed in all manufacturing groups, an estimated 40.8 percent or 6,332,000 
persons were employed in companies haviag less than 500 employees. The esti- 
mate is that these small companies produced $35.8 billion in value added by 
manufacture, or 34.8 percent of the total. 

It will be noted that these data, by company, show substantially fewer per- 
sons employed and less value added by manufacture, than do the data based on 
size of establishments. Also, while the number employed and value added are 
higher in the 1951 estimates for small companies, they constitute a smaller 
percentage of the total. 

If I can be of further help, please let me know. 

Sincerely, 
RicHARD LENNIHAN, Small Business Adviser. 


DEPARTMENT OF COMMERCE, BUREAU OF THE CENSUS, 
Washington 25, D. C. 
Mr. WiLuiAM DULIN, 
Department of Defense, Room 2E813, Pentagon Building, 
Washington 25, D. C. 

Dear Mk. Duin: This is in response to your recent telephone request for 
information on the importance of large and small manufacturing firms. 

The question of the relative importance of small business (which you define as 
firms with less than 500 employees) cannot be comprehensively answered with 
data currently available in the Census Bureau. There is enclosed for your 
use, however, a table showing the relative importance of small and large busi- 
ness aS measured by the number of manufacturing employees and value added 
by manufacture for the years 1947 and 1951. 

If we can be of further service to you, please let us know. 

Sincerely yours, 
MAXWELL R. ConkKLIN, 
Chief, Industry Division, Bureau of the Census. 


The relative importance of manufacturing companies according to employment 
size: 1947 and 1951 


Companies employing— 








Fewer than | 500 or more 


| 500 employees employees 
' 
1947 
Number of companies . at oa 214, 736 | 3, 363 
Number of employees (in thousands) |... 5, 947 8, 347 
Value added by manufacture (in billions of dollars) ?- - | $28. 9 | $45. 5 
1951 
Number of companies. _. ins _—— . | 4, 400 
Number of employees (in thousands) !__- | 9, 171 
Value added by manufacture (in billions of dollars | $67.0 





Represents average for the year. Does not include employment in nonmanufacturing establishments 
of companies primarily engaged in manufacturing (e. g., in captive coal mines of large stee] companies or 
in the retail stores of tire manufacturers. On the other hand, the figures include employees of manufacturing 
establishments operated by companies outside the manufacturing field, e. g., bakeries owned by retail 
grocery chains. 

? Calculated by subtracting from value of products shipped the sum of the following costs: materials, 
parts, components, supplies, fuels, purchased electricity, and contract work. 


_ Source: For 1947, unpublished data of Census of Manufactures; for 1951, unpublished data of Annual 
Survey of Manufactures. 


I will be glad to say one more thing. I have been in this office for 
8 or 9 months, as you know, and I have found the military services are 
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very interested in this program and they are trying very definitely to 
carry out our poor to allocate as many contracts to small business 
as they can, and I think their programs, as they present them to you 
later, will show that. I would have to give the services a very high 
mark on this endeavor in trying to carry out this policy. 

Senator Fercuson. As the civilian head of this, you do not find any 
reason to be disturbed that the actual contracting officers are in any 
way prejudiced against small business? 

Mr. Tuomas. I found just the contrary. I found that they are 
trying very hard to allocate as much as they can to small business. I 
do not think you could have that large percentage of the dollar being 
assigned to small business without a group performance on their part. 
I found no resistance to it whatsoever. 

Senator Frrcuson. No resistance? 

Mr. Tuomas. None. I think the main thing is to develop the pro- 
cedures to go down to the different levels of the contracting officers to 
give them as clear policy guidance and instructions as to how to do it 
as possible. That is what we are trying to do at our level. 

Sainte Frrcuson. The Army will now present their program ? 

Mr. Tuomas. Yes, sir. 

Mr. Chairman, may I be excused now that the military is going to 
take over? 

Senator Frrcuson. Yes. 

I want to thank you, Mr. Thomas, for the very clear explanation. 

Mr. Tuomas. Thank you, Mr. Chairman. 


STATEMENT OF HON. FRANK H. HIGGINS, DEPUTY UNDER SECRE- 
TARY OF THE ARMY, ACCOMPANIED BY J. W. ASKINS, SMALL 
BUSINESS ADVISER, DEPARTMENT OF THE ARMY; COL. F. C. 
QUINLIN, ASSISTANT CHIEF, PURCHASES BRANCH, PROCURE- 
MENT DIVISION, DEPARTMENT OF THE ARMY; AND HOWARD R. 


SACKS, OFFICE OF THE DEPARTMENT COUNSELOR, DEPARTMENT 
OF THE ARMY 


Mr. Hicarns. I am Frank H. Higgins, Deputy Under Secretary of 
the Army. I have a short statement I should lke to make. 

Senator Frreuson. All right. 

Mr. Hieerns. I am appearing before your committee in response to 
your invitation extended to Secretary of the Army Stevens. 

We at the Army are fully aware of the important role that small 
business plays in military procurement and we are equally aware of 
the congressional policy that small business be utilized to the utmost 
in military procurement. In order to carry out this policy, the De- 
partment of the Army has done a number of things. For example, 
the Army utilizes the services of 119 small-business specialists who are 
assigned to major Army procurement offices throughout the United 
States. The Army also maintains sample displays and exhibits at 
58 locations throughout the country. These enable businessmen, par- 
ticularly small-business men, to examine typical items currently bein 
procured by the Army. The Army also cooperates with the Small 
Business Administration in carrying out that agency’s program. For 
example, SBS representatives work right alongside Army personnel 
in some of the Army’s major procurement offices. 
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I believe that the Army’s small-business program has paid off in 
terms of contracts awarded to small business. During the first half 
of fiscal 1954—July 1, 1953, to December 31, 1953—small business re- 
ceived, in the form of prime contracts, an estimated 40.7 percent of the 
total dollar volume of new procurements. 

May I interrupt here to say that in the assigning of these prime 
contracts we endeavor to do everything possible to see that as liberal 
a portion of those prime contracts is subcontracted throughout the 
field as is possible. 

I myself have recently seen two examples of what the small-business 
program means in terms of contracts awarded. On a recent visit to 
the Armed Services Medical Procurement Agency in New York City 
I found that about 80 percent of the procurements were going to small 
business. At the New York Quartermaster Procurement Agency, I 
was pleased to be told that, during the month of January 1954, small 
business received 64 percent of the dollar volume of new contracts. 
These are the kind of figures that make me believe that the Army is 
getting good results in its small-business program. 

With the chairman’s permission, I would now like to present Mr. 
J. W. Askins, Department of the Army small-business specialist, who 
is responsible for the overall development and application of our 
small-business program. Mr. Askins has some additional information 
on the program which I believe will interest the committee. 

Senator Ferevson. All right, Mr. Askins. 

Mr. Asxins. Thank you, sir. 

Mr. Hiaerns. May I be excused, Mr. Chairman? 

Senator Frercuson. Certainly. 

Mr. Hicerns. Thank you very much. 

Senator Feravson. You may proceed. 

Mr. Asxins. Thank you, sir. 

I do not know the proper place to enter this prepared statement in 
view of the fact that there wasn’t time to place the charts into the 
appendix of the prepared statement as they were intended. They 
will have to go to the printers. I will give them to you at a later 
time. However, for the record and the appendix and what they cover, 
may I give this to the reporter? 

Senator Fercuson. You will put this into the record? 

Mr. Asxrns. That is right. 

Senator Frrevson. And you will furnish the charts later? 

Mr. Asxins. Yes. Everything is denoted here and the titles that 
they will include.’ 

Senator Frereuson. Right. 

Mr. Askrns. Rather than using a prepared statement—I found last 
year it was not only hard on you but hard on me—I preferred to 
prepare a presentation this year in a story form where I could give it 
to you off the cuff and I feel that it will better serve our purpose and 
get at the various points in which you and we are interested. 

I have given to each of you, or asked the young lady to do so—if 
the people in the audience would like them, if you will pass those back, 
so te can follow the charts—I have a 3-page document which is 


2 See beginning p. 182 for supplemental statement and charts submitted by Mr. Askins, 
Department of the Army. 
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built around the charts which I will present and it may make it easier 
from the percentage standpoint to follow this, if you do not wish to 
pay strict attention to the charts. 


(The document referred to by Mr. Askins follows:) 


Department of the Army obligated procurement* first 6 months fiscal year 195) 
(July 1-December 31, 1953) 


I, OBLIGATED PROCUREMENT 


Percentage Dollars 


(a) (100 percent) 

(b) (27.3 percent of a). 
(c) (72.3 percent of b)-. 
(d) (77.7 percent of ¢). 
(e) (72.7 percent of a) -- 
(f) (54.1 percent of e) _. 
(g) (64.6 percent of f)_- 


A. os nally advertised _ 
Portion suitable for small business 
2 Portion awarded to small business 
B. Negotiated 
1. Portion suitable for small business_- $ 
2. Portion awarded to small business. ..................-..- ‘ 


Il. NUMBER OF ACTIONS 


Percentage 


tal (h) (100 percent) 

A. Perwnliy SIU ch rasan moorweiiemmnoecn ~denutmunphsnceSanre (i) (6.9 percent of h).-. 
1. Portion suitable for small business (j) (98 percent of i).... 

2. Portion awarded to small business (k) (84.4 percent of j).. 

B. peqetianes- (1) (93.1 percent of h) _- 
Portion suitable for small business. - (m) (99.5 percent of 1). 

2 Portion awarded to small business (n) (76.5 percent of m)- 


*(1) New procurement only. 
(2) Does not include interdepartmental or interservice procurement. 


Ill. PROCUREMENT BY MAJOR PROCURING ACTIVITY 


Percent of 
Awarded siitable (3) 
small busi- | not awarded 
to small 
business 


(2) (3) (4) (5) 


Suitable 
small busi- 
ness ness 


Total pro- 


Activity curement 


Ordnance 
Quartermaster 
Engineers 


$543, 395, 000 
526, 637, 000 
249, 066, 000 


$104, 437, 000 
478, 226, 000 
194, 750, 000 


$72, 309, 000 
298, 480, 000 
155, 057, 000 


30, 117, 000 
22, 189, 000 
43, 362, 000 36, 311, 000 
22, 061, 000 14, 019, 000 
144, 185, 000 83, 437, 000 


12, 444, 000 
10, 633, 000 


8, 497, 000 
7, 164, 000 
31, 945, 000 
8, 198, 000 
62, 839, 000 


GE OD, cnn dntntnsubiabees Sbddewtedebaniba 
Medical — t wily deiciei 
Transportation _. 

Chemical 

All other. 





PERpRESS8 
ND Oe DO 





IV. TOTAL SUITABLE AND AWARDED PROCUREMENT TO SMALL BUSINESS 


Percentage 


A. Total obligated procurement (a) (100 percent) 
B, Total suitable for small business... .......................--.- (b) (59 percent of a)... 
©, Total awarded to small] business. -........-.........--.--.-.-- (c) (40.7 percent of a) _- 
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v. ESTIMATED FIRST-TIER SUBCONTRACT PROCUREMENT TO SMALL BUSINESS 


(Percentage arrived at by examination at random a number of prime contracts from the Technical Services. 
This survey was conducted less than a year ago) 


A. Prime contracts awarded to large business. .............------------+---------!-------- $937, 523, 000 
B. First tier subcontracts let by large business to small business... 300, 633, 200 





VI. TOTAL SMALL BUSINESS PARTICIPATION FIRST 6 MONTHS, FISCAL YEAR 1954 


A. Total Department of the Army obligated procurement *...........-.--- .. $1, 582, 012, 000 
, 1. Prime contracts screened suitable for small business (59 percent of A) 934, 257, 000 
2. Prime contracts awarded to small business (40.7 percent of A or 69 
percent of 1)- , aa a8 7 aici dtealstantnmininpeaiias tiidiye $644, 489, 000 
3. Prime contracts screened as suitable for small business but not 
awarded to small business (18.3 percent of A or 31 percent of 1)... $289, 768,000 
4. Prime contracts awarded to large business (59.3 eo or: ~—_ 937, 523, 000 
5. First tier subcontracts placed by large business with small] business “s 
Grms (19 percent of A) GB.i pereemt Of 4)... dicdiceccccdamnnaescecosnsmeeene~ae 300, 633, 200 


69.7 percent participation by small business firms (prime contracts plus estimated 
first tier subcontracts) ...........--. LE RE LEE LETT EES 


*(1) New procurement only. 
(2) Does not include interdepartmental or interservice procurement. 


As Mr. Higgins, the Deputy Under Secretary of the Army has 
stated, we at the present time do have 119 small-business specialists 
throughout the United States. These are located in the various eche- 
lons from the Under Secretary of the Army’s office down through 
our posts, camps and stations. 

Senator Frercuson. You are talking about the Army alone? 

Mr. Asxtns. The Army alone, sir. 

Our scope of procurement activities (referring to the charts) * is as 
high as the Secretary of the Army and down through the Military 
District of Washington and the Continental Armies to the posts, 
camps and stations. 

Geographically we have chosen to include for the record a map 
showing the exact locations (referring to the map, chart III) and by 
insignia of the respective technical services, what is available to 
the small-business man throughout the country.* We only show those 
procurement offices where we have small-business specialists either on 
« part-time or full-time basis, depending upon the number of actions 
involved, the dollar volume of procurement and the activity of the 
industrial area and whether the people call on that office. If the big 
play is on a New York procurement, they can also go to their local 
office and get the information with regard to national procurement in 
New York, even though they are in Beaumont, Tex. 

In addition to this, we have supplied for the record a complete list 
of names and addresses of all of these small-business specialists because 
the committee last year stated their desire of having this in order to 
take a look at the States in which they are located. So this year we 
made it up on the basis of technical services; that is, the Engineers, 
Transportation Corps, and various others, and under each one of 
them, Procurement office and small-business specialists, are listed al- 
phabetically by State. 

_In addition to these small-business specialists there are certain loca- 
tions where we have sample and display rooms and various types of 
exhibits [referring to map]. In the Corps of Engineers the exhibit 
has become a standard exhibit. It is the same throughout the country 
as far as layout is concerned. 


* See charts reproduced on pp. 184-188. 
‘ Chart III not included in this record. 
® See p. 195 for list of small-business specialists. See also appendix 5, p. 516. 
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At the same time, we have recently cut back on such exhibits be- 
cause in wartime, when we are really pushed for maximum sources and 
are looking for every possible source, there are some we can afford to 
maintain which we cannot maintain now because it isn’t practical 
from the dollar standpoint. 

The next thing I would like to discuss would be making one com- 
parison with reference to procurement in the past. The reason I say 
this is because what is behind us is behind us and we are interested in 
what we are going to be able to do and what we have done recently 
[referring to chart V, showing first 6 months fiscal year 1953 and 
fiscal year 1954]. 

In the first 6 months of fiscal year 1953 our procurement was 
$2,332,800,800. In the first 6 months of fiscal year 1954, it dropped to 
$1,582,012,000.° That is the total obligated procurement of the De- 
partment of the Army, not including interdepartmental or interservice 
procurement. 

Because of our reporting system, this figure (referring to fiscal year 
1953 figures) does not drop out the cancellations we had during that 
first 6-month period. They were very slight, but our reporting system 
was not geared for reporting cancellations at that time because it 
wasn’t a problem such as we have had in the first 6 months of fiscal 
year 1954. (Chart VI.) Since that time we have readjusted the 
reporting system and we are able to give you the new procurement in 
which small business was in a position to participate during this first 
6 months of fiscal year 1954. 

Of this $1,582 million you will find that we break that down into 
advertised and negotiated procurements, what percentage went to 
each: 27.3 percent of the total went to advertised, and 72.7 percent 
negotiated.’ In order to accomplish this $1,582 million of procure- 
ment throughout the Department of the Army it took 593,322 actions. 

Senator Frrcuson. What is that word “actions”? 

Mr. Asxkins. Actions or contracts, sir. 

I would like to clarify that because that is not every action. If 
you do have a change in any way of a specification or a price or a 
delivery point, that is considered an action and not a new contract. 

To accomplish this 27.3 percent or $431 million, it took 40,846 
actions, or 6.9 percent of the total actions. 

To accomplish the $1,151 million that was negotiated, 52,476 actions 
were necessary, or 93.1 percent of the total actions. 

In taking sayertiend, and negotiated and breaking it down into 
that which you as a committee are interested in, we must break it into 
suitable and awarded. Before going into that phase, I would like 
to discuss “suitable.” The Department of the Army about a year 
ago decided that we would like to make a study of all of our field 
installations and get each contracting officer, each small-business 
specialist and each man that was dealing with the procurement to give 
us his ideas of how we should screen for suitable for small business. 

At the same time we screened it here and then we went back to the 
field and we had an interplay there of thought as though we all came 
in for a big conference. Out of that, on September 9, 1953, we set 
forth in Army Procurement Circular 23 * our definition, “An item or 


“See chart V, p. 184, included in Mr. Askin’s prepared statement. 
* See chart VI, p. 185, included in Mr. Askin’s prepared statement. 
* Army Procurement Circular 23 reproduced on p. 173. 
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service is considered suitable for procurement from small business 
when the item or service is one which business concerns in the small- 
business category presently are technically competent to produce, 
have adequate available facilities and open capacity to produce, can 
produce at competitive prices, quantity and delivery factors con- 
sidered; are capable of producing to meet the required delivered 
schedule of the Army; and are able to produce without overtaxing 
their financial, technical, and physical plant resources.” 

There have been occasions when there are variations to this, but they 
are peculiar only to some items. Overall, we feel that the definition 
and the criteria we follow will take care of 99 percent of the procure- 
ment which we are doing. In going back to the $1,582 million of 
procurement we did in the first 6 months of fiscal year 1954 and break- 
ing the 27.3 percent of the advertised down to suitable and awarded, 
in essence we have this. We have this total procurement [referring to 
chart VIII] * and it was broken into 27.3 advertised and 72.7 percent 
which was negotiated. Out of this our small-business specialists—— 

Senator Frereuson. I think, for the benefit of this record, we ought 
to get a definition of what is a negotiated contract, what is an adver- 
tised contract, so small business people reading this record will have 
that. I think we ought to have it here because you keep talking about 
“advertised” and “negotiated.” 1° 

Mr. Asxrns. May I give you those in simple layman’s language? 

Senator Frereuson. I want it so at least I can understand it. If you 
make it that simple, maybe other people will understand it. 

Mr. Asxrns. I would like to refer to advertised procurement as a 
procurement which we are interested in getting full coverage and full 
participation by all interested firms. We therefore publish it in writ- 
ing and send it out to an authorized bidders’ list that we have 
available. 

Senator Ferauson. You send a bid or a request for a bid? 

Mr. Asxrns. Right. ; 

Senator Fercuson. To all persons that you have listed ? 

Mr. Asxrns. That is right. 

Senator Frreuson. Are any ads put in newspapers or anywhere 
else ? 

Mr. Asxins. There have been occasions, according to the type of the 
item. 

Senator Frereuson. That ought to be a warning to every small- 
business man to get his name listed on your bidders’ list. 

Mr. Asxtns. That is right, sir. 

Because, if he will fill out what we call a facilities report and a 
financial statement at least as of the time he is filing it it gives us a 
chance in advance to make a survey to determine whether he is cap- 
able and has the right facilities and what items he can manufacture. 

Senator Frerevson. You would say, then, that the first step of a 
small-business man who wants to do business with the Government is 
to give this information to the Government so that it will give him an 
opportunity, if he is qualified, to get his name on this list for adver- 
tised bids; is that correct ? 








®* Chart VIII is reproduced on p. 186 as part of Mr. Askin’s prepared statement. 
1 See appendix 6, p. 521, for supplemental information supplied by the Department of the 
Army re procurement by formal advertisement and procurement by negotilation. 
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Mr. Asxrns. Yes, sir. 

I would like to make one exception to that, though. There is a pro- 
cedure to follow which our small-business specialists and our people 
know, but it is not to have a company write in to the Department of 
the Army and say, “We can make boxes, so therefore will you put us on 
all bidders’ lists throughout the United States.” 

Senator Fercuson. That is a good point. 

Mr. Asxkrns. Because the man who needs boxes in Massachusetts 
knows he is not going to get a competitive price from the man in San 
Diego, Calif. 

Senator Frercuson. It depends on what kind of boxes he makes. 

Mr. Asxrns. Those boxes can be obtained locally. Those factors 
have to be taken into consideration. If he goes to the local office where 
there is a contracting officer or small-business specialist, that small- 
business specialist will guide him and help him within his local area, 
within his State, within his Army area, which will cover many States, 
or get him on the national procurement list, if that is advisable. 

Senator Frercuson. He has a right to bid and I assume that this re- 
quest for bid gives specifications. 

Mr. Askrns. It will also refer to standard specifications which are 
at a local procurement office and which he can see, because we sa 
we want a crate or box in accordance with certain specifications. We 
don’t attach 25 pounds of specifications to the request. 

Senator Frreuson. Then he can go in and get the specifications? 

Mr. Asxrns. That is right, sir, or can see them. 

Senator Frrevson. Is there a time limit that is requested? 

Mr. Asxrns. There is a time limit when his bid is to be sealed and 
in the hands of the contracting officer for opening and awards. 

Senator Fercuson. That is known as an advertised bid? 

Mr. Asxrns. That is right, sir. 

Senator Frreuson. That is giving an opportunity to every man. 
Suppose a man is not on that list and he wants to bid? Suppose you 
didn’t send him one of those lists, one of those requests to bid ? 

Mr. Asxrns. That is entirely possible. We consider all bids that 
are submitted. If we do not know anything about him, it will take a 
longer time, however. 

Senator Fercuson. He isn’t forever barred from making a bid? 

Mr. Asxrns. No, sir. He is acceptable. The contracting officer in 
Richmond, Va., may not know five of the people who bid. They went 
to a loca] office in Nevada. They found out there was a procurement 
coming up soon. They asked for bid sets and they made a quotation. 
That is the first time he sees it. 

Senator Fercuson. That is an advertised bid? 

Mr. Asxins. That is right. 

Senator Fercuson. Let’s have the definition on the other bid. 

Mr. Asxrns. A definition of negotiated is possibly not as simple, but 
still it can be as simple. If we have an item that we are going to re- 
quire and we don’t have fixed specifications—I mean, we cannot tie 
them down, we know what we want to accomplish, but we are asking 
a manufacturer or a research outfit or a laboratory to give us what 
they would propose to accomplish the job, or the mission that we want 
to accomplish with a piece of equipment, we pick out certain com- 
panies. 
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Senator Feravson. Let’s take X article. 

Mr. Askins. All right, sir. 

Senator Frreuson. I hi apper to see this glass before me. We have 

alled that the article. It is an ordinary dr inking glass, water glass. 

Mr. Asxins. All right, sir, in view of the fact ‘that I was going to 
the other extreme, you have gone to the glass, which we can buy 

locally, and Iam happy that you did. 

Senator Frrcuson. I want to see how it fits into the picture. 

Mr. Asxrns. We will say it is for a post, camp, or station. We do 
not require too many of them. So we can buy them locally. We have 

form of purchase where up to a thousand dollars we can buy locally 
ind ask for three people or suppliers to quote on the gli asses we need. 
And out of those 8 responses or 5 or 12—it depends upoén how many 
responses we get, but we must have at least 3—they give us a price and 

. buy it from the cheapest one. 

Senator Frrevson. The difference between negotiated and adver- 
tised is really that in the one you send it out to all “the names you have 
and in the negotiated one you took at least three? 

Mr. Asxrins. That is because it is local procurement. If the volume 
; large enough, we will go out nationally. 

Senator Frercuson. Suppose it is large enough. If it is small, 
though, and you needed a hundred glasses for your offices, and so 
‘forth, you would then take three, you say, some locally. 

Mr. Asxrns. That is right, if that is a local job for a hundred glasses. 

Senator Frreuson. Say we need a hundred thousand glasses. 

Mr. Asxrns. If we need a hundred thousand glasses, and we feel we 
cannot get them from the little local man, we don’t want to work 
through a distributor, we want the best price from the manufacturer, 
we go to our historical record and we know we have successfully had 
bids from 25 large and 25 small companies. So we send them the 
specifications of our requirements and each will submit his proposal 

ind then we negotiate with those 50. We get it down, to, say, 5 lowest 
responses and we negotiate further with those 5. 

Senator Fercuson. Let me get this negotiating business—25 firms 
large and small business. 

Mr. Asxrins. Right. 

Senator Frreuson. They send in a bid for a hundred thousand of 
these glasses. What about the low bidder? I am the low bidder. I 
bid 2 cents a glass. 

Of course, that is an absurd figure. 

Mr. Asxtns. You are not doing it in the sense of corresponding 
back and forth, you are doing it on the basis of where you can negotiate 
with each one of them and get the lowest price. 

Senator Frereuson. Wait. Do you first negotiate? Do you come 
tome? DoI mail in my bid? 

Colonel Quintin. Senator—— 

Senator Frercuson. You talk about this negotiation and you have 
25 firms. 

Colonel Qutnu1n. I would like to go back one step before this. There 
are five conditions which, if they exist, are really good bases for adver- 
tising. One is that there is an adequate number of qualified suppliers 
who are actively competing for Government contracts, The second 
point is the willingness of suppliers to price competitively. The third 
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0int is the availability of adequate specifications which can be pub- 
lished for the item desired. Four, the existence of market conditions 
which encourage potential suppliers to bid. Last, the availability of 
an adequate time for the formalities, such as advertising, reception, 
opening the bids—there is a cumulative period of 30 days or there- 
abouts that we always try to get if the item is to be advertised. 

Senator Ferauson. There is a reason laid down, some standards laid 
down as to why you would ask for a different kind of bid? 

Colonel Qurnurn. Right, sir. 

Senator Fercuson. I think what we will have to do with this record 
is get this all in and then before we print it, I will ask permission 
of the committee to have counsel for both of you—not to change it, but 
to get it in shape so anybody reading it would get these proper steps. 
When we are examining this way, it is an easy thing to make a large 
record where it can be boiled down to a few pages.” 

Colonel Quintin. If any of these conditions are absent, then nego- 
tiation is the better step. If you cannot describe it in sufficient detail, 
you are not sure the bidder or the responder knows what he is figuring 
on. We might hurt him. 

Senator Frreuson. Or if it is something that has never been made 
before. 

Colonel Qurnuin. That is right. We cannot give him the specifica- 
tions. 

Senator Fercuson. This tells us where you would go to get the line 
between negotiated and advertised ? 

Colonel Quinurn. Right, sir. 

Senator Frreuson. Let’s get to this advertising proposition. A 
hundred thousand of these glasses are ordered. I will change that 
from 2 cents to 20 cents. A hundred thousand of those are wanted. 
That certainly is one on which specifications could be supplied. 

Colonel Qurnu1n. Could be completely stated. 

Senator Fercuson. You better give me an article that—— 

Colonel Quinurn._A helicopter. 

Senator Frerauson. Is that in the field of small business? 

Colonel Quinuin. Yes, sir; some small-business concerns. It is a 
complex item. 

Senator Fercuson. You want a hundred helicopters. 

Colonel Quintin. In that case we probably would go to negotiation 
because at this point there are not an adequate number of qualified 
bidders. You cannot go out in every area and get responses to invita- 
tions to bid. 

Senator Ferauson. Now you have a list of 10. 

Colonel Quintin. We will negotiate with the 10. 

Senator Frercuson. How do you negotiate? Do you send them 
specifications ? 

Colonel Quintin. We send them a request for proposal and specify 
as far as we can specify—we may have to even resort to performance 
specifications, to a degree, in which we state what it must be able to 
lift, what it must be able to do, and each of those people have an oppor- 
tunity then to respond to that request for proposal. Each proposal is 
evaluated and we consider all the factors of time, of each detail that 
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ve say it must do, what the item must perform, the price, the possibility 
f their delivering it when we need it if we have a very tight time 

hedule. If we do not, that doesn’t carry quite the same weight. 
hen on that basis, we will call these people in and talk to them. 

Senator Fereuson. Do you talk to them at the same time ? 

Colonel Quinuin. No, sir. Each individual is spoken to individ- 
ually, so as not to reveal confidences that they may have and cut in 
on their own secrets, or anything that—— 

Senator Frreuson. You actually negotiate with the man and he 
finally gets a figure? 

Colonel Quintin. We finally come down to the best figure consider- 
ing all the factors that we consider fair to the person and fair to the 
Government. 

Senator Fercuson. The next man who comes in the next day 

Colonel Quintin. We will see what his figure works out to. If they 
ire within any reasonable range of price—— 

Senator Fercuson. Will the specifications to that second man on the 
second day be the same as the man on the first day ? 

Colonel Quintin. The specifications will be held to as far as possible. 
[hen we come to the major and minor variations, about which I cannot 
tind a definite, firm definition. That isa matter of judgment. Unless 

here isa radical change that someone proposed—— 

Senator Frreuson. If it is considered a major—— 

Colonel Quintin. Then that man would not be brought along any 
further because that is changing it, and it is unfair to the other. 

Senator FErcuson. So, if it is a minor variation, you negotiate with 

m. We have 10 contractors and you get 10 bids. 

Colonel Qurnurn. That is right, sir. 

Senator Fercuson. They will all vary? 

Colonel Quintin. All slight variations. 

Senator Fercuson. There is no major difference in specifications ? 

Colonel Quintin. That is right. 

Senator Fercuson. Whom do you let the contracts to? 

Colonel Qurintrx. The man who gives us the price. 

Senator Frrcuson. The lowest ? 

Colonel Quintin. Usually the lowest price. 

Senator Frreuson. You use the word “usually.” 

Colonel Quinurn. Yes. 

Senator Frrcuson. The small contractor, when he reé ads that word 
in there says, “Am I going to be the usual one ¢” 

Colonel Qurntrn. Here is where I would draw the line. If I were 
negotiating with the man and found the Navy had a contract for a 
hundred helie opters, although this man says he is willing to give us a 
price for $1,000, just for a figure, but I cannot get delivery for 2 years, 
I cannot get the item. 

Senator Fercuson. Then he doesn’t qualify if your delivery date is 
important. 

Colonel Qurnurn. That is right. But if it comes down to the point 
ae there are no great variances, the man with the lowest price will 
be the man who will end up with it the great majority of time. There 

» always exceptions. 
” Senator Fercuson. What are the exceptions? 
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Colonel Quintin. That will depend on the individual cases, and | 
have not had any of the cases in recent years here—a bad production 
record. 

Senator Fercuson. Does the contracting officer have the discretion 
to say that? 

Colonel Quintin. Yes. You may have a man with a bad produc- 
tion record. He isn’t bad at the moment because he isn’t bottled up 
with a lot of contracts, but time after time we find he has a bad reputa- 
tion in the industry and he has done poor jobs for us in the past. We 
might in that case take an exception to the contract going to the 
lowest responder. 

Senator Fercuson. You cannot get any closer in your definition? 

. Colonel Quintin. No, we could work out a written definition, | 
think. That would be better. 

Senator Fercuson. I wish you would, I think it is very important 
for smal] contractors to know the difference and what they are up 
against on this bidding. The man with a low bid may make a better 
showing if he realizes the fact that he wasn’t so good in the last con 
tract would be detrimental to him. 

Colonel Quinurn. That is one advantage in negotiation, you can 
talk to that man pretty frankly and point out where he has been weak. 

Senator Fercuson. You request him to prove to you that he will do 
a better job? 

Colonel Quintin. That is right. Negotiation permits you to talk to 
each one of them. 

Senator Ferevuson. Will you get that definition for us so we can 
put it in this record ? 

Mr. Forsyrne. The provisions which you cited as the basis for the 
advertised bid, are those a part of the procurement act or are those 
part of the regulations of the Department of Defense ? 

Colonel Quintin. It is based on the experience of the Army. 

Senator Ferauson. Does the law require it? 

Mr. Forsyrue. I cannot find the five criteria you gave in the pro- 
curement law. Is it a rule of thumb or is it in the Army’s directives 
or in the Armed Services Procurement Act ? 

Colonel Quinuin. I am sure it is not in the act. That is based on 
experience from field personnel. 

Senator Frercuson. Is it statutory? 

Colonel Quintin. I do not know that it is. We will check on that 
because that is on the legal side. 

Senator Frrcuson. If it is a statutory one, let us have the citation. 

Mr. Forsyrue. On negotiation I think the people agree that the 
intent of the Congress in writing into the Procurement Act of 1947 the 
article on negotiation was that the basic and the bulk procurement 
would go into advertised procurement on the theory that there you 
have sealed bids and there you have an opening of bids and you take 
the lowest responsible bidder. The charge has been made, Colonel 
and Mr. Askins too, as you know, and the Comptroller General re- 
cently wrote a letter to one of our Congressmen on the other side where 
he said that he thought one of the provisions of the negotiation act 
had been misused by the military. As you know, the Armed Service 
Procurement Act says you must advertise except in the following cir- 


2 Information supplied in appendix 6, p. 521. 
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cumstances. ‘Then the first circumstance is when it is determined to 
be necessary in the public interest. Do you think from your observa- 
tions that there has been misuse of that and when you are talking 
about negotiation here, does that, do those figures include all these 
items under a thousand dollars ? 

Colonel Quintin. Yes, sir. If we were to change strictly to adver- 
tising we would bankrupt our procedure right now because we have, 
for instance, in the last year 

Senator Ferevson. What do you mean by “bankrupt”? You mean 
it wouldn’t work ¢ 

Colonel Qutntrn. Anything can be made to work, but here is the 
point. Last year we have a good breakdown of the figures and we 
show a 1,548,000 procurement actions. One million and a half of 
those were under $10,000. That is 96.8 percent are relatively small. 
A great proportion of that million and a half are under a thousand 
dollars. I cannot give a specific figure on that number, but in going 
through many purchase action reports, I can see that trend. Many 
of those procurements were in the form of purchase orders. Those 
are actions which may be for $5, $10, $15 worth of something needed 
locally, where the cost of putting out invitations for bids, getting the 
bids, holding the open reading of the bids would exceed by far the 
cost of the item involved.!** 

Senator Frrcuson. The statute says $1,000. 

Colonel Quintin. Yes, sir; but there are various people who have 
asked me, Do we have a limitation or can everything be advertised ? 
I think we have to realize that the tremendous number of actions are 
those little ones. We are going more and more to that within the 
Army since we have gone to the attitude that the depots are not the 
place for great stocks of items that we can get from the commercial 
dealer locally. Many of those smaller items 

Senator Frerauson. We have discovered that we can save millions 
and millions of dollars by not stockpiling all these items which are 
easily procured. 

Colonel Quintin. That is right, sir. So there will be more small 
actions in the future rather than a huge procurement of items such 
as windowpanes, going to a depot and then being distributed very 
widely. Now the local post, camp or station will get what it needs 
as it needs it. 

Senator Durr. In other words, go to a local hardware store. 

Colonel Quintin. That is right. 

SenatorDurr, What is your limit, or is there a fixed limit below 
which you do not have to negotiate and just get it? 

Colonel Quintin. Under the existing law, under $1,000. 

Senator Durr. You can do anything you want in the way of pro- 
curement under that ceiling? 

Colonel Quintry. We cannot do anything we want, but anything 
within the law and the procedures prescribed. 

Senator Durr. Most every State and subdivision of the State al- 
lows a certain discretion within a certain ceiling. I assumed you had 
the same kind of a ceiling and operating the same way. 

Colonel Quintin. We have used the $1,000 ceiling Armywide, sir. 

Senator Durr. Is that statutory / 








28 See footnote on p. 164, 
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Colonel Quinuin. That is within the Armed Services Procurement 


Act of 1947. That is one of the exceptions which allows negotiation 
under $1,000. 

Senator Durr. Doesn’t that ceiling of $1,000 or floor of $1,000, 
whichever you want to call it, eliminate a vast number of items that 
you are speaking of ? 

Colonel Quinn. It does. It eliminates a vast number of pro- 
curement actions, and I’m not sure of the exact money value of those 
under $1,000, the cumulative total. It will not be too large a per- 
centage of the overall dollar. 

Senator Dorr. It isn’t in that phase of your activity that your crit- 
icism arises, is it? It arises in the large operations; doesn’t it? 

Colonel Quintin. A great number of the critics I have heard didn’t 
make any distinction at all. That is the trouble. That is the point 
IT want to make. 

It has been very difficult to get the point across that there are these 
17 exceptions and what they do and sei we should stop and when 
we should stop. 

Senator Durr. It is very clear that you cannot be expected to ad- 
vertise for things that cost more than the article advertised. 

Colonel Quintin. That is the most serious thing. 

Senator Durr. The important thing is to have an area in which it 
becomes practical and beyond which it isn’t. 

Colonel Quintin. I think the $1,000 figure is a practical figure. 

Mr. ForsyrHe. Suppose we threw out your items under $1,000 from 
your negotiated figures, could you estimate what would happen to that 
72.7 percent ¢ 

Senator Fercuson. You get a distorted figure then. 

Colonel Qurnuiry. I would say the dollar value wouldn’t go down 
over 10 percent. 

Mr. Forsyrne. So what you are saying is that the great bulk up- 
wards of 90 percent of this negotiated figure, is on this article of less 
than $1,000. 

Colonel Quintin. From there on up. 

The big point I have found is that over $100,000 actions amount to 
one and a half of 1 percent of our total actions and yet they account 
for 68 percent of the total dollars. 

That is the field in which I think we must continue to review at 
all times and where the item can be obtained under the advertised 
method, we have to follow it there. A great many of those items 
that go into that over $100,000 lot involve such things as research 
and development, where many times it is a matter of a thought, the de- 
velopment of a thought. I do not know how you can advertise many 
of those, but even there we make sure—I have checked with our tech 
services—smal] business as well as large business play an active part 
based on their technical ability, not their size. A two-man organiza- 
tion may be able to develop certain research points, for they are the 
only ones that can do it. It is not based on their size, but on their 
ability. 

Senator Fercuson. You might find your capacity there where you 
wouldn’t find it where they have a thousand employees. 

Colonel Quintin. Yes. 

Senator Durr. Is one of your difficulties in making exact specifica- 
tions the fact that different manufacturers have slightly different 
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cadgets and if you made it too exact you would exclude all except the 
exact model you happen to hit on! 7] 

Colonel Quinn. That is one of our problems, getting a specifica- 
tion complete and not favoring anyone. 

Senator Fereuson. Aren’t there times when it looks on the surface 
of the record as if you put in a certain specification so only one firm 
could really get it? Isn’t that one of the complaints? 

Colonel Quintin. That has been one of the complaints. The item 
has been described as a John Deer widget or equal. The “or equal” 
puts a terrific burden on the procurement man in the field. People 
come in with many different technical ideas that are technically dif- 
ferent, and he is hard put to determine what is truly the “or equal.” 
He gets technical advice, and we give him as much technical advice 
as we can. 

Senator Durr. I can see very readily if you are going to make a 
specific item that happens to meet one manufacturer, everybody else 
is thereby excluded, and therefore there has to be a certain range of 
discretion in there; otherwise only one person can comply with your 
offer. 

Colonel QuINLIN. We would lose our competition there and suffer. 
An item that has been developed within the military, we often can 
get the detailed specifications. 

Senator Frreuson. You use the specifications “or equal” to get 
around what Senator Duff speaks about. 

Colonel Quintin. Yes. 

Senator Frrcuson. Then you get back to the proposition that your 
contracting officer is given rather wide discretion. 

Colonel QuinuIn. He has to be then. 

Senator Durr. There are no ways I can see that you can exactly 
define the limits of that discretion by any accurate requirement. 

Colonel Quintin. We try to give them guidance and directives as 
faras wecan. I have never found a way to write good judgment into 
an individual. You can give him all the guidance; if you get too many 
guide lines, you make it inflexible and you are starting to make the 
decision from a remote point. It is a difficult spot for the contracting 
officer when he gets one of those cases to work on. 

Mr. Forsytue. On the “or equal” part we get a complaint that when 
it is an “or equal” bid they cannot find the product to take a look at 
it. You haven’t got it. The person who makes it won’t give it up. 
You don’t have it. Sometimes he just can’t get it. Other times he 
has to go out and buy it at a garage or factory some place and under 
some subterfuge. Then he gets it into this plant and doesn’t have 
proper time to look it over and make his calculations, 

The complaint we get is that the “or equal” part in a lot of cases 
automatically blocks out competition. 

Colonel Quintin, I am afraid it does, many times. 

Senator Durr. And the fellow who makes it won’t give up the know- 
how to somebody who will be his competitor. It is hard to get him 
to do that. 

Colonel Qurnuin. That is right, sir. 

Mr. Forsytue. Does the military try to stay away from “or equal” 
bids? 

Colonel Quintin. Where we can. We prefer to have a clean speci- 
fication for any item. We have about 1,100,000 items in the supply 
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system. It will take us a long time to develop a clean specification for 
every item. I doubt if we ever have clean specifications throughout. 
There will always be new gadgets coming into the system. 

Mr. ForsyrHe. Could we get a new reporting system on this nego- 
tiated ; is that possible ? 

Colonel QuiInLIN. We can work out any type of breakdown of fig- 
ures that would be desirable. 

Senator Frrcuson. Just give us that one item there, that 72 per- 
cent. Break that down again into those of $1,000 or under. Above 
$100,000, there should be another breakdown. We might get a clearer 
picture then. 

This gives a rather distorted figure, that 72 percent of them is 
negotiated. 

Colonel Quintin. Less than $1,000 and over $100,000? 

Senator Frrcuson. What is the statutory limitation ? 

Colonel Quintin. $1,000. 

Mr. Lennrnan. Did you say $1,000 or $10,000? 

Senator Frrcuson. I said $1,000. You could give us a breakdown 
on $10,000, you can make a sample test on that. 

Mr. LennrHan. We can give you the breakdown on $1,000 and 
$10,000.28 

Senator Frercuson. We got a little off the track on this negotiated 
and advertised bids, but I think it is important for this record. 

We want this record to be written just as it is and it can remain in 
the file for a reference, but I wish you would boil it down so that people, 
in reading it, would be able to get some value out of it. 

Mr. Sacks. We will work it out with Mr. Forsythe so as to make it 
readily understandable.** 

Mr. Forsytue. 2 (c) 1 bothers me. Do you think that there has 
been abuse of that? It is awfully easy to say that something is in the 
public interest and therefore throw it into negotiated procurement. 

Colonel Qutnuin. I do not think it has been abused. It may have 
been applied in some cases where the judgment was faulty, but I do not 
think anybody deliberately abused it at the time the determination 
was made, because at that time we had a decision to make. We are 
making a study within the Army, within our technical services, toward 
going back to the so-called peacetime procurement and getting away 
from 2 (c) 1. 

Mr. Forsyrue. If you had no proclamation of emergency you 
couldn’t operate under that. 

Colonel Quintin. That is correct. We are studying it very seri- 
ously, to get back to peacetime as far as we can. 
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Summary of Department of the Army procurement actions (1st 6 months, fiscal year 1954) 


1} 














| | | 

Procurement category Actions Value } Procurement category Actions Value 

} 
$1 to $999 pee | 432, 606 $58, 259, 000 $100,000 to $499,999_.__. 1, 160 $256, 044. 501 
$1,000 to $9,999_........} 271,246 | 411, 150, 000 $500,000 and over--_-.--. 398 963, 971, 073 
$10,000 to $24,999_...._.| 14, 081 | 234, 000, 466 i} — a 
$25,000 to $49,999... ..._| 2, 465 | 82, 047, 758 | ae iocsecte 723, 162 | 2,090, 529, 678 
$50,000 to $99,999__. ---| 1, 206 85, 056, 880 | 











Prepared by Purchases Branch, Procurement Division, OAC of 8, G-4, Apr. 27, 1954. 
4a See appendix 6, p. 521 


j 





i 


lil 


rs ae kee 
i cA la ial ERA AT” ane ratte ser ile FI = 2 lato 


stabi Po 


clase PN ns RANE: 








-_ 


MILITARY PROCUREMENT PROGRAM, 1954 165 


Senator Frreuson. Are your contracting officers military or 
‘ivilian ¢ 

Colonel Quintin. We have both. 

Senator Fercuson. If a man is a military, he doesn’t take any civil- 
ervice examination. 

Colonel Quinurn. No, sir. 

Senator Fercuson. But when a man is a civil service man, he takes 
in examination and at least is presumed to have passed and is qualified 
is a contracting officer ; is that right? 

Colonel Quinu1n. That is the basic theory, sir. 

Senator Frercuson. Then, if you put a military man in, he just 
loesn’t have to have any qualific ations at all, standards. 

Colonel Quinutn. The requirement is that ‘the commander who a 
points him will not put a man in there that hasn’t got the native intal- 
ligence to understand the problem normally. 

Senator Frreuson. Why can’t civil service be employed there? 
Why shouldn’t the contracting officer take the civil service exam ? 

Colonel Quintin. Many of them do, but in time of expansion we 
do not get our civil-service employees that way. Many of our in- 
definites were not given the great competitive examinations similar 
to the ones I took years ago. 

Senator Frreuson. Why shouldn’t the military have the same 

jualifications as the civilian—I mean in the requirements? 

Colonel Quintin. I think he has to have the same qualifications, 
overall. That is what, overall, is sought in procurement officers who 
ire selected. 

Senator Frreuson. A civilian has to take a civil-service exam in 
competition with others to pass and get the position. Then comes 
the military and all they have to do is take a man in uniform and 
give him a similar job. 

Mr. Asxtns. That is not the case in every case. We have a pro- 
curement school at what is known as Fort Lee, and they must meet 
certain qualifications. 

Senator Frrevson. Then there are qualifications. 

Mr. Asxrns. There are qualifications. I have recently had ex- 
perience with that because I have been very interested in the case of 
people we utilize for making preaward surveys. Most of our people 
who are making preaward surveys have been through that school. 

Senator Frrcuson. This man who graduates ‘from this school, 
would you say that he had a superior training and had superior quali- 
fications to the civil-service requirements ? 

Mr. Asxrns. I would say he has not only been exposed to the neces- 
sary fundamentals to achieve the job he is going to be put on, but he 
doesn’t graduate and doesn’t go to procurement if he doesn’t make a 
certain grade. 

Senator Fercuson. How many of your procurement officers have 
been trained in that kind of school ? 

Mr. Asx1ns. That would be impossible to find out. We have ro- 
tation of men from overseas who have been in procurement before. 

Senator Frreuson. Civilians have a hard time to sanction your 
so-called rotation. Because he has been overseas for so many months, 
whether he has the qualifications for procurement, you make a pro- 
curement officer of him ? 
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Mr. Asxins. We can find that out. 

Senator Frereuson. Is that being done # 

Mr. Askins. We can check it.” 

Senator Frrcuson. If you bring a man back who has been a good 
fighter and put him in a procurement job—— 

Mr. Asxins. Definitely not. 

Colonel QuInuin. I think, Mr. Askins is at a disadvantage. I am 
to a degree. We have not prepared statistics to find out exactly the 
status of our people because we didn’t tie it to small business. I can 
say this. Those officers who are negotiating or handling contracts in 
the larger centers are experienced by having come up usually through 
2 or 3 assignments in procurement. 

Senator Fercuson. But you do not claim that combat qualifies a 
man as a procuring officer. 

Colonel Quintin. No, sir. 

Senator Frercuson. Isn’t that one of your rotations? 

Colonel Quintin. You have to select your people, sir, from the 
best available people. At a post camp or station, procurement is 
minor. It may be a part-time job for one man. He may have good 
supply background. You cannot have 2 people economically, 1 in 
supply and 1 in procurement. In a center like Detroit we have pretty 
well qualified people, but they are only a handful that are so qualified. 
They will rotate from one type of procurement job to another. That 
is one of the things they object to in turn, that once you get into pro- 
curement—if you are good—you never get out. There are only a few 
but any commander that has to man a large seauenmat center will 
not put in just any man. 

Senator Frrcuson. Tell me this. Why does the military insist that 
procurement is a military requirement? Why do they want uni- 
formed men in procurement? Why do they insist on that technique? 

Colonel Quintin. As I look through some of our big: 

Senator Fercuson. Why shouldn’t it all be civilian ? 

Mr. Asxrns. I think I am in a position at the present time to say 
this, in that behalf. The ceilings that are placed on those of us peo- 
ple who are in the procurement field that want to be civilians that 
have come from industry to do the jobs, the ceiling prevents from hav- 
ing the necessary people for carrying on the functions, and therefore 
the Army must ct on the military personnel. 

Senator Frercuson. In other words, you are telling me that when 
the Appropriations Committee puts on a limitation of 500,000 civil- 
ians, you fellows pay no attention to that, you just use military men. 
It doesn’t cut down the number of personnel, at all, you just go out 
and put military men in. 

Mr. Asxrns. No, sir. 

Mr. Sacks. You are raising some very fundamental questions. 

Senator Frercuson. I hope I am. 

Mr. Sacks. We are not equipped to deal with those because they cut 
across other people’s responsibilities—personnel, and so forth. With 
the committee’s permission, I think we might be most helpful if we 
submitted to you a statement on the two issues you have raised, No. 1 
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being what are the qualifications required for P and C officers, and 
No. 2, why does the Army want to have military people in procure- 
nt positions. Would that be helpful to you? 

Senator Fercuson. Yes. 

Mr. Sacks. All right. 

Senator Fereuson. Out in the field, I can understand that you want 
every man to go into combat, but there are a lot of establishments 
here in the United States that do not need combat troops to procure. 

Colonel QuinurIn. I could point to our Detroit Goleman District. 
When that reached its maximum strength during the early part of the 
Korean incident, there were six military and two thousand-some civil- 
ians. Ido not think the military had them surrounded there. There 
were very few. 

Senator Fereuson. You are going to prepare answers to these ques- 
tions ¢ 

Mr. Forsyrue. We will propose a list of questions for you and then 
you may submit answers.*® 

Mr. Sacks. That will be very helpful. 

Mr. Asxins. If I may suggest, for the record, only within the last 
{8 hours—I tried to have it here for today, but I didn’t get the full 
report, but I would like to submit it when we get the full report. 
Going back to the area of advertised and negotiated and the dis- 
.dvantage in the advertised, we are finding, at least by spot check, 
that where our defaults occurred, they have occurred equally as often 
in those areas where you have formal advertising. The small-busi- 
ness firms which I am interested in and have to deal with, have found 
that they didn’t realize fully what they were getting into and they 
had to perform 3 operations to do a thing that some other company 
could do in 1 operation. 

Along the way he has found he wasn’t able to meet his production 
schedule, or estimated his costs too closely and therefore, cannot make 
it. We believe that this study is going to reveal to us, and I would 
like to make it available to Mr. Forsythe when we finish it, where and 
what percentage of the defaults are in the area of advertised procure- 
ment and also negotiated. 

That deals only with small-business firms. I didn’t try to go into 
the large-business firms. 

If I may go back for a moment 

Senator F'ercuson. Do you have more trouble—I am talking about 
small business—with misunderstanding on specifications or on the 
contract, more conflict when you negotiate or when you have an ad- 
vertised bid ? 

Mr. Asxrns. I would say on the advertised procurement the man 
who is in the same field, we do not have very much trouble. If aman 
is trying to come into a new field, we do have. As a whole, most 
of the difficulties in that area and the troubles we have are in the 
advertised area. 

Senator Frrcuson. They are in the advertised area ? 

Mr. Asxins. They are in the advertised area. 

Senator Durr. Isn’t that for the reason that you just stated; 
namely, the number of people come in who haven’t the know-how for 








% See appendix 6, p. 521. 
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the particular thing; therefore, they do not make allowances for 
certain things which, if they did have the know-how, they wouldn’t 
do? 

Mr. Asxrns. That is right. I just wanted to say this before I did 
lose the thought. I cannot help but go back to when the Department 
of the Army decided that they would make the expenditure to set up 
for all small-business people all over the country, these displays and 
exhibits, of which we have 58 now, and during wartime we had more, 
because the small man—and I represent 10 small-business firms when 
I am in industry—can pick this up [witness holds up ash tray] and 
say, “I read the specifications, but I certainly didn’t know you wanted 
this taper on this side,” or there is a little thing he didn’t understand 
about it. “Why didn’t you say so?” He can point out that he han- 
dled it and he knows what it is made of and can make it. He can 
then bid on it. 

These men can utilize those 58 setups and our people will help him 
with those specifications. We try to lessen his problems. At the 
same time, I find that the Small Business Administration is putting 
out a lot of aids which are helping in this area, because that is the 
type of thing where they can really give assistance. 

For instance, they (SBA) can use the chamber of commerce groups, 
industrial groups within the cities. They do have pamphlets that 
they are putting out and distributing, and that is what the small- 
business man needs. You are still going to find that 8 or 10 percent 
that will try to horn in on some procurement they haven’t any business 
in. They will have to get burned by coming in and not being able to 
meet the production schedule and not being able to meet the price. 
They stay away once they get burned. 

Mr. Forsyrur. Do you have a relationship with SBA so you feed 
them these areas of difficulties? Do you relay these areas of diffi 
culties to them so they can include them in their work ? 

Mr. Asxkrns. We have been successful over the last 4 months and 
we utilize them this way. Where we find a small-business man in 
difficulty with a contract, for example, financially, when we make a 
preaward survey, we try to give the Small Business Administration 
the job to try to work it out with a local bank or make him a loan. 
We have the procurement responsibility and we want to carry it out. 

They also have been given certain authority to do certain things and 
within their area, they are cooperating with us and we are cooperating 
withthem. I think that small business definitely should fare better if 
we can really get full-time and full-force cooperative basis. I do not 
believe that it really has reached that maximum yet. 

With your permission, may I go back just one step here, because 
it is a picture that to me may be clear and maybe to the other fellow, 
it isn’t. But I have tried to use what I have called a squeezing out 
of our total procurement. What we have in advertised, I tried to take 
that and generally with the small-business specialist and small- 
business representatives in those procurement offices where they are 
located, to see what is suitable and, out of what is suitable, what was 
awarded and the specific actions to go with the total procurement. 
We have tried to squeeze it out the same way from the negotiated 

procurement. 

Going along with each one of these, we have the respective actions 
necessary to accomplish this green bar, the necessary actions up here 
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to accomplish this which was suitable, and the total actions to accom- 
plish what was awarded to small business. 

1 would like to call to your attention the very high percentages 
down through the steps on chart VIII. Of the 27.3 percent (dollar 

rohae advertised, 19.7 percent was screened to be suitable for ac- 

mplishment by sald business. Of the 19.7 percent suitable, 15.3 
percent was actually awarded to small-business firms. The same high 

centages prevail under negotiation, as you can see from the chart. 

To accomplish the 27.3 percent dollar volume of advertised pro- 
irement, it took 6.9 percent of the total actions (negotiated and ad- 
vertised). ‘To accomplish the 19.7 percent screened as suitable, it 
k 6.7 percent of the total actions. The 15.3 percent actually 
:warded to small business amounted to 5.7 percent of all actions, and 
) 84.4 percent of the advertised actions screened as suitable. 

That takes into consideration the 7 Technical Services, the Military 
District of Washington, the National Guard Bureau, the 6 conti- 
ental armies which cover all the posts, camps, and stations. Of all 
procurement suitable to small business, we had in the last 6 months 
3934 million, and of that we awarded to small business $644 million, 
r 69 percent. 

In recapping this from the beginning of the story, even though 
ve have had an interruption which really doesn’t hurt, there are cer- 
tain factors which I won’t go through that negate suitability and 
result in suitable procurements not being awarded to small business. 
lhis survey was made less than a year ago and every contracting 

licer in every station that we have throughout the United States 
was consulted. The first 5 items shown were common points in all 
of the technical services. They all have the same problems and the 
same reasons. From 6 down through 13 you will find them varied, 

‘ause number 6 probably applied to the Signal Corps while maybe 
nani 7 only applied to the Engineers and the Medical Corps, 
ind so on, but we listed the 13 of them because they are factors that 
ire of high enough percentage so we thought we should mention them. 

If I may make one addition there, with advice of counsel, because I 
do want to make myself clear, in screening suitability, even with the 
Small Business Administration man or with our own man as a small- 
business specialist, these are definite reasons why small business 
couldn’t get it. I didn’t go into them because to me it is like reading 
a statement, and I prefer not to do that. These are reasons why small 
business at that very procurement couldn’t get that procurement. 

Mr. Forsytue. What is your criteria for suitability, Mr. Askins? 
When does an article become suitable for small business ? 

Mr. Asxrns. I do not follow you, Mr. Forsythe. 

Mr. Forsyrue. We are talking about items suitable for small busi- 
ness. How do you determine whether it is suitable? 

Mr. Asxins. We do it on an item or a service basis as a specific 
procurement. Also, we go back to historical 

Senator Feravson. Don’t you have a set of standards? 

Mr. Asxins. I have one other point. Historically, we know whether 
small business has been bidding on it, has been successful in the 
past. At the same time, we have people of small-business firms who 








* Chart VIII reproduced on p. 191, as part of Mr. Askin’s prepared statement. 
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are inquiring to participate on those procurements. So there is no 
limitation of saying that they cannot bid, but after a while we don’t 
find, and they don’t find it practical to keep bidding, because they are 
not in a position to be a low bidder. So they won t waste their time. 
Senator Frrcuson. Doesn’t that let you make up a set of standards}? 
Mr. Forsyrue. Last year at the hearing Mr. Johnson said that a 
new standard had been devised for arriving at suitable items for 
small business. 

Mr. Asxins. I am sorry, I thought in having covered this point I 
didn’t know you were referring back to it. After all, that is our 
criterion for suitable—our definition. I went over it before. We con- 
sider an item or firm to be suitable when a firm is technically compe- 
tent to produce, has adequate available facilities and open capacity to 
produce, can produce at competitive prices (quantity and delivery 
factors considered) ; is capable of producing to meet the required 
delivery date of the Army and, is able to produce without overtaxing 
their financial, technical, and physical plant resources. 

Senator Durr. And one of your criteria is that on the basis of the 
past they placed upon themselves a determination by their refusal to 
bid in certain cases. 

Mr. Asxrins. They eliminate themselves. 

Senator Durr. That is what I mean. 

Mr. Asxrns. Right. 

Senator Fercuson. You were talking about items, the great mass of 
numbers that you have running up to a million. Have you any idea 
what percentage of items is suitable and what isn’t ? 

Mr. Asxtins. No, sir. I haven’t had the opportunity in the short 
time I have been here to look into that. I would like to know. 

Senator Frerauson. If I named an item like a B-36 bomber, that 
wouldn’t be suitable for small business. 

Mr. Asxrns. That is right. 

Colonel Qurntry. May I interrupt there? From my own experi- 
ence and exposure, I would say that the great majority of items are 
suitable for small business under normal conditions. 

Senator Frrcuson. Have you any idea how many items are not ? 

Colonel QuiniiIn. No, sir, not specifically. We have never gone into 
a detailed survey of all that million and a hundred thousand items. 

Senator Fercuson. Who determines that? 

Colonel Qutniin. As the procurement comes up the small-business 
specialist and the contracting officer determine the specific items they 
have to procure and they take that specific item at that time and make 
a determination. 

Senator Frrcuson. In every case where there is a contract, there 
has to be a determination ? 

Colonel Quintin. Yes, sir. 

Senator Frreuson. And the small-business procuring officer or 
specialist, as you call him, sits in on that determination ? 

Colonel Quintin. Yes, sir. He is on the right hand of the con- 
tracting officer. 

Senator Fereuson. Is there anybody you can appeal to if they do 
not agree, any method provided for an appeal q 

Colonel Qurxurx. Whether they determine it to be suitable or not, 
would not affect whether you could bid on it, sir, so there would be 
no protest from the bidder. It is a statistical guide. 
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Senator Ferevson. I think your report did show that it would only 
to those suitable. 

olonel Quintin. No, sir. That is a statistical guide. The word 

able is a statistical word here. 
ForsyTHe. I think you have to clear that up. 

( olonal Quintin. It does not mean we deny a small-business man 
ypportunity to bid on anything else. 

nator Durr. You mean your experience has shown that during 
e course of your dealings only 69 percent bid on certain types of 


( 


e ¢ 


=9 
Colonel Quintin. No, sir. The 69 percent is that which was suit- 
e and was awarded. We figured that on that $934 million, that 

mstituted that figure was suitable for small business, but—— 
Senator Durr. You do not refuse to allow them to bid because you 
not believe it is suitable? r 
Colonel Quintin. No, sir. If a new man can come in, more power 

m. 

Senator Durr. Your determination is based on experience in 
evious bidding? 

Colonel Quintin. Yes. The $644 million went into the hands of 


all business. 


Senator Durr. When it comes to the bidding, you do not say this 

suitable for small business and therefore you cannot bid. 

Colonel Qurnuin. No, sir. 

Senator Durr. You are merely saying that as a result of what they 
bid on, this is what they, themselves, have determined by their 

lding, that they think is suitable for themselves; is that correct? 

Colonel Qutnuin. That is generally true. 

Mr. Forsyrne. A few years ago, I think last year was the first time, 
ou came up with a suitability chart. Prior to that the awards to 
small business looked rather bad and everybody was saying we are 
nly getting 17.8 percent of the contracts in small business. So then 

‘ame up with this suitability figure and we used suitability in that 
0 ie mere ly to gage or measure the percentage of contracts going 


small business. 

My concern is that we are not yet getting true figures and facts, 
and that 69 percent is something that is up in the air because we have 
over in this area we will grant a number of articles that are not suit- 
able to small business, large items that we usually hear about, and 
then we have an area here where we will agree that the things are 
suitable for small business. We know it by general knowledge. We 
know it by experience. We know it by logic. But in between those two 
poles is the twilight zone in this procurement picture, and that is 
where I am concerned. I would like to know what kind of items are 
not considered small-business items. 

You speak of squeezing out the items in the whole picture a at are 
not suitable to small business to get down to the 69 figure. I would 
like to see an attempt made to squeeze out of that twilight zone 
“7 see if we can get more products in the suitable field. 

Colonel Quintin. Let’s take a gas mask, which is a small item. 
Today there is no smal] business “manufacturing it. ‘Tomorrow a 
small-business man comes in and makes it suce essfully, gives us a bid, 
that will be suitable from then on. But today, with no facility in a 


small man’s hands, it is not suitable. 
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Senator Fercuson. Nobody bids on it. No small-business man bids 
on it? 

Colonel Qurnuin. No small business bids on it. 

Senator Fercuson. Will you give us another example? That is 
very interesting. That doesn’t look like a very complicated item. 

Colonel Quinurn. Penicillin, a very common item. There is no 
small-business man making that. X-ray film, X-ray machines. They 
are not too big an item, but they are pretty complex. Microscopes. 
Today’s microscopes are made by large business. Quartermaster’s 
shortening compound, preservative materials. Many of the pre- 
servative materials are 

Senator Frercuson. They are in the chemical line. 

Colonel Quintin. That is right. Many things are byproducts of 
other products that are made as a basic product of some chemical] 
company which is large. 

Small-arms ammunition is not considered suitable at this time. 
Most of your propellant powders and high explosives. 

Mr. Forsyrue. Why isn’t small-arms ammunition considered suit- 
able? 

Colonel Quintin. The ones I found are all big, right now. Some 
times they have been small and then they have grown. 

Senator Fercuson. With the amount of awards we have had, you 
have made them grow. 

Colonel Quinn. That is correct, sir. A great deal of our heavy 
machine tools is not suitable. Fire-control and firing systems are not 
suitable—very complex 

Senator Frravson. When you use that word “not suitable,” it 
doesn’t mean just what it connotes, because, as Senator Duff has 
brought out, it is one that has grown up because small business has 
said they are not suitable and they do not even bid. 

Colonel Quintin. There will be new boys coming along with the 
idea and develop the procedure whereby they can get into the field 
and they can come in then. 

Senator Fercuson. They can come in if they want to. 

Colonel Quinn. Yes, sir, we are glad to have them come in. 

Mr. Forsyrue. You have a list of items not suitable? How long 
a list is it? 

Colonel Qurnutn. It is not too long a list. 

Senator Ferevson. Could you put it in the record ? 

Colonel Quinutn. Yes, sir. These are examples rather than the 
complete list.*7 

Mr. Forsytue. Your examples came from items that might logic- 
ally fall in that category like your technical and medical items? We 
would like to get a list of some of the more common items that are 
not considered suitable. SBA has told us that they have people com- 
ing in every day there who want to know what they can make and 
what the departments of the Government are buying. Maybe some- 
body will walk into the SBA tomorrow and they might be able to make 
a gas mask. But we don’t know that gas masks are on a nonsuitability 
list. 


Colonel Qurxurn. It makes no difference. That is only to give you a 
reflection. 





See appendix 6, p. 527, for list of items not suitable. 
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Senator Durr. They can bid on anything they want. 

Colonel Qurnury. That is right. We will welcome them. We 
would like to have some more people develop some of these items that 
are small. 

Senator Durr. But the word “suitable’—— 

Colonel Quintin. Is within the family, a family term. 

Senator Durr. Has a different connotation when you are speaking 
of it this way than the way you are using it. 

Senator Frrcuson. The average small-business man gets the notion 

it you are making an arbitrary rule and when you use the expression 

ot suitable,” he must stay away from it. 

Senator Durr. In other words, what they are saying is they are 

itting no delimitation on. The small-business man has put those 
delimitations on themselves by not showing an interest in bidding 
on it. 

Senator Fereuson. Small business could get in. Those that are on 
the outside could say this is listed as not suitable, therefore, I cannot 
bid on it. He ought to be told in this record that he can bid on it. 

Senator Durr. That is an important point because they would think 
they are not qualified under the Army rules. 

Mr. Asxins. We have provided for that. If the young lady has 
passed them around, I might refer you to APC 23 which is Small- 
Business Policy and Procedure. I gave her a handful just a moment 
ago. 

Senator Frreuson. We will want to get this in the record. I would 
like to have this put into the record. 

(Army Procurement Circular 23 with interpretation follows :) 


Proc Cir 23 


ARMY PROCUREMENT rents DEPARTMENT OF THE ARMY 
No. 23 WASHINGTON 25, D. C., 9 September 1953 


SMALL BUSINESS POLICY AND PROCEDURE 


1. Purpose.—The purpose of this Army Procurement Circular is to place in one 
document all general instructions regarding the program for assistance to Small 
Business established within the Department of the Army. 

a. The desires and intent of the Congress regarding assistance to Smal) 
Business by governmental agencies are set forth in Section 2 (b), Armed Services 
Procurement Act of 1947 (Act of 19 February 1948, 62 Stat. 21), Sections 202, 
213, and 214, Small Business Act of 1953 (Title II, Act of 30 July 1953, 67 Stat. 
232) and in Section 616, Department of Defense Appropriation Act, 1954 (Act 
of 1 August 1953, 67 Stat. 352). 

b. The policy, organization, and method of appointment of Small Business 
Specialists to carry out the policy and functions of the Small Business Organiza- 
tion within the Department of the Army were established by DA Letter to the 
Heads of Procuring Activities within the Department of the Army, Subject: 
Small Business Specialists and Target Objectives, file AGAO-S 211 Specialists 
(10 Apr. 51) G4-M AGAO-C, 13 April 1951, which states: 

“Heads of procuring activities will appoint Small Business Specialists in each field pur- 
chasing office located within the continental limits of the United States and, where suitable, 
in intermediate headquarters concerned with procurement. Those Specialists assigned to 
principal purchasing offices of the chiefs of technical services, and such other offices as 
may be designated by the heads of procuring activities will devote their efforts exclusively 
Soe basis to assisting small-business concerns in connection with military pro- 


(Quoted from par. 1) 


“Small Business Specialists will be appointed by name in writing by heads of procuring 
activities and will be directly responsible to the appointing authority. Heads of procuring 
activities will not re-delegate the authority to appoint Small Business Specalists.” 
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(Quoted from par. 3.) 


“A copy of all letters appointing or relieving Small Business Specialists will be f 
warded to the Office of the Assistant Chief of Staff, G-4, GSUSA, Washington 25, D 
(Attn: Chief, Procurement Division) Letters of 
the office to which the Speci 


ir 


Cc 


appointment will indicate the name of 
listt is being assigned, whether or not such office is a principa} 
purchasing office, and whether or not the assignment will require full time duty.” 
(Quoted from par. 4). 
This directive was reaffirmed in DOD Directive 4100.1A0, Subject: Revised 
Department of Defense Small Business Program, dated 8 September 1952. Im- 
plementation of various phases of the program were delineated in the following 
Department of Defense Directives, or amendments thereto: 
DOD Dir 4105.5 Supply Management (Small Business), 15 September 
1951, 
DOD Dir 4105.21 Defense Production Pools, 19 June 1952. 
DOD Dir 4105.14 Synopsis of Contract Award Information (DD-MB (M) 
294R2), 9 September 1952. (See APP 1-355) 
DOD Dir 4100.9 Relations with Small Defense Plants Administration, 
10 June 1953. 

2. Application of policies within Department of the Army.—This circular 
covers the application (within the Department of the Army) of the policies 
stated in paragraph 1, in the placement of all contracts of $10,000 or more, 
both unclassified and classified, which are suitable for procurement from small- 
business firms. 

3. Definitions.—a. Certificate of Competency. 

Sec. 212, Small Business Act of 1953 states: 


The administration (of SBA) shall have the power, and it is hereby directed, whenever 
it determines such action is necessary 
° * . - ¥ * ° 
““(d) to certify t 


Government procurement officers with respect to the competency, as to 
eapacity and credit, of any small-business concern or group of such concerns to perform a 
specific Government procurement contract ; 


Sec. 213, Small Business Act of 1953, further states: 


In any case in which a small-business concern or group of such concerns has been certt- 





fied by or under the authority of the Administration to be a competent Government con- 
tractor with respect to capacity and credit as to a specific Government procurement contract, 
tl off rs of the Go ment havir procurement powers are directed to accept such 
certification as conclusive, and are authorized to let such Government procurement contract 
to such concern or ip of concerns without requiring it to meet any other requirement 
with respect to capacity and credit.” 


b. Contracting Officer—See APP 1-201.5. 
c. Head of a Procuring Activity —See APP 1-250 


d. Intermediate Headquarters Concerned with Procurement.—Intermediate 


Headquarters concerhed with procurement includes all offices below the level 
of the Secretary of the Army which have as functions the planning, supervision, 
control, or accomplishment of procurement. 

e. Methods of Procurement.—See APP 1-301. 

f. Pre-Award Survey.—See APP 1-357. 

g. Purchasing Office.—See APP 1-253.1. 

h. Representatives of Small Business Administration—Representatives of 
Small Business Administration are those authorized persons effecting liaison 
between the Small Business Administration and the Department of the Army 
and other Government agencies. 

i. Secretary.—See APP 1-201.2. 

j. Small Business—A Small Business concern is any concern which, including 
its affiliates employs in the aggregate fewer than 500 persons (DOD Dir 4100.9, 
10 June 1953). 


k. Small Business Administration.—Sec. 204, Small Business Act of 1955 
States: 





In order to carry out the policies of this title there is hereby created an agency under 
the name “Small Business Administration” (herein referred to as the Administration), 
which Administration shall be under the general direction and supervision of the President 
and shall not be affiliated with or be within any other agency or department of the Federal 
Government. The principal office of the Administration shall be located in the District of 
Columbia, but the Administration may establish such branch offices in other places in the 
United States as may be determined by the Administrator of the Administration. 


1. Small Business Determination.—A determination made by the Small Busi- 


ness Specialist and agreed to by the Contracting Officer that an item to be pro- 
cured, can be supplied by Small Business firms, in whole or in part, with due 
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usideration given to records of past procurement and a knowledge of the 
stry and the item involved. Such a determination, if initiated by request 

Small Business Administration Representative, shall be known as a “Joint 

Determination.” 
Small Business Specialist—A Small Business Specialist is an individual 
inted in accordance with DA Letter of 13 April 1951 (cited in par. 1b), who 
has been assigned the responsibility for assisting small business concerns to 
cipate in the Defense Procurement Program. In the Department of the 
vy, Small Business Specialists are appointed by the Head of the Procuring 
Activity concerned by name, in writing, and are responsible directly to him. 

s circular reaffirms the requirement of appointment by this method and the 

t reporting channel between the Small Business Specialist and the appoint 

authority. 

n, Sources of supply—Small Business.—See APP 1-201.9a. 
o. Suitable for procurement from Small Business.—An item or service is con- 
ered suitable for procurement from Small Business when the item or service 
s one which business concerns in the Small Business category presently- 
(1) Are technically competent to produce; 
(2) Have adequate available facilities and open capacity to produce; 
(3) Can produce at competitive prices (quantity and delivery factors 
considered ) ; 

(4) Are capable of producing to meet the required delivery schedule, and 

(5) Are able to produce without overtaxing their financial, technical, and 
physical plant resources. 

». Supplies and Services. 

(1) Supplies. (see SR 320-5-1).—*“All items necessary for the equip 
ment, maintenance, and operation of a military command, including 
food, clothing, equipment, arms, ammunition, fuel, forage, materials, 
and machinery of all kinds.” 

(2) Services.—Services are necessary transactions, not of a personal 
nature, such as research and development contracts, transportation, 
packing and packaging, communications transmission, repairing and 
other nonmaterial transactions which may be purchased under con- 
tract, or are pertinent to the completion of a contract. 

4. Bases for award to Small Business.—Sec. 214, Small Business Act of 1953 


states: 


’ 
‘ 


To effectuate the purpose of this title small-business concerns within the meaning of 


s title shall receive any award or contract or any part thereof as to which it is deter 
mined by the Administration and the contracting procurement agency (A) to be in the 
nterest of mobilizing the Nation’s full productive capacity, or (B) to be in the interest of 
war or national defense programs. 


+} 


5. Methods of Procurement.—Items to be secured from industry should be 
procured in accordance with APP 1-301. The preferred method under Depart- 
ment of the Army policy, is by formal advertising. However, final determina- 
tion is the responsibility of the Purchasing Office. 

6. Small Business procurement activities—A Small Business oflice has been 
established in the Office of the Head of each Procuring Activity to coordinate 
all activities pertaining to small business participation in the Department of 
the Army programs, including implementation and dissemination of policies and 
Procedures with regard thereto and the administration and supervision of related 
business activities at field installations. The Commanding Officer of field 
establishments engaged in procurement will provide organizational elements 
to insure— 

a. That Small Business is provided with all available information of the 
Department of the Army programs in order that they may contact the appro- 
priate procurement offices. 

». That Small Business is provided information on prime contracts in order that 
it may explore all subcontract possibilities. 

c. That displays and exhibits are made available to assist and guide prospective 
bidders. 

d. That Small Business may obtain advice and counsel with regard to methods 
of financing, management, and technical assistance. 

7. Functions of Small Business Specialists —The Small Business Specialist— 

a. Serves as a focal point in the procurement office to which small-business 
concerns may make or direct inquiry concerning participation in the military 
procurement program. 

b. Furnishes counsel and guidance to small-business concerns on policy, pro- 
cedure, and methods involved with which compliance is necessary in order to 
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assure small-business firms of an opportunity to become responsive and respon- 

sible suppliers on appropriate bidders’ lists. 

c. Maintains liaison and exchanges information with respect to both policy and 
procedure with all other local and Government agencies for the purpose of 
rendering the maximum amount of assistance to small business. 

d. Institutes programs to discover additional competent small business-sources, 
if required, capable of participating in procurements to meet current and antici- 
pated requirements. 

e. Discusses with and advises representatives of small-business concerns, 
whether it is to the best interests of their concerns to attempt to compete for 
a prime contract or to adapt their production mainly to subcontracting where 
many of the risks of a prime contractor would be eliminated. 

f. Discusses the extent and capacity of equipment, manpower available, and 
management skill with representatives of small-business concerns and appraise 
their possible use in military procurement programs for the purpose of current 
procurement or industrial mobilization programs of planned procurement. 

g. Furnishes advice and assistance to small-business concerns on problems 
arising during performance of contracts such as financing, defense order priority 
and allocation ratings, inspections, and payments, or direct such Contractors to 
the proper agencies for assistance. | 

h. Attends meetings with industry or other Government agencies to explain 
and describe, when requested, types of items commonly being purchased or to be 
purchased. 

i. Studies procurement actions and policies, in order to determine whether 
small business is an important element in procurement planning and industrial 
mobilization 

j. Prepares proposals, based upon analysis, to the Assistant Chief of Staff, 
G4, with respect to changes in policy and/or procedure which will permit 
greater participation by small business. 

k. Observers the effect of current procurement policies on the amount of small 
business participation in the procurement program and recommends to the ap- 
pointing authority changes in existing policies or the formulation of new policies 
to increase the amount of such participation. 

l. Serves as the Procuring Activity Small Business Representative on all mat- 
ters concerning policy, procedure, and practices to be followed to develop and 
maintain cooperation between the procuring activity and the Smatl Business Ad- 
ministration in accordance with the provisions of Title II, Sec. 214, of the Small 
Business Act of 1953. 

m. Supervises the implementation of policies and procedures of the small- 
business specialists at the field purchasing offices. 

n. Reviews each procurement directive issued or to be issued by his office, with 
value of $10,000 or over, to determine suitability and recommend the application 
of a small-business determination. 

o. Reviews proposed procurements prior to procurement action and deter- 
mines to his own satisfaction which items are suitable for procurement from 
small business. 

p. Participates in the preparation of directives to the Contracting Officers re- 
garding the policy and procurement procedure to be used when a small-business 
determination action has been made and included in a procurement directive. 

q. Consults with procurement commodity specialists and research and devel- 
opment personnel to insure that, when changes in specifications or deviations 
therefrom are made or permitted which makes production feasible for small 
business, they are fully recognized on future procurements. 

r. Makes recommendations to the Contracting Officer with respect to compe- 
tency, capacity, and credit of a specific small-business concern or concerns 
capable of producing a specific procurement or item thereof. 

8s. Recommends to the Contracting Officer the award of a specific contract to a 
specific small-business concern for the purpose of broadening the industrial base. 

t. Participates as a voting member, when both large and small business are 
involved, in meetings of Boards of Contract Awards where such boards have 
been or may be established. The Senior Small Business Specialist appointed 
by the Head of the Procuring Activity will be responsible for the functions listed 

above as a, b, c, d, e, f, h, i, j, k, l, m, n, 0, p, g, and t. The Small Business 
Specialists appointed to field instaWations of the Procuring Activity will be re- 
sponsible for the functions listed above as a, b, c, d, e, f, g, h, i, n, 0, g, r, 8, and t. 

8. Small Business Specialists Council.—a. There is established by this circular 
a Council of Senior Small Business Specialists for the Department of the Army, 
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spon- nsisting of the Small Business Specialist, Office of the Assistant Chief of Staff, 
G and the Senior Small Business Specialists appointed by the heads of the 
and nieal services, within their respective offices. In addition to those functions 
e of sted in paragraph 6, which may be exercised by the Senior Small Business 
< ilists, the technical service members of the Council will have the following 
rCeg, nections and duties: 


(1) Serve as advisors to the Small Business Specialist, Assistant Chief of 
Staff, G-4, on all small business policy and procedure which may 
concern their particular technical service in order to assist in devel- 
oping unity of action on small business matters. 
Present special problems of procurement of their particular technical 
service to Assistant Chief of Staff, G—4, setting forth their impact on 
small business and relationship with Small Business Administration. 
Nt (3) Attend Congressional hearings when requested, which are concerned 
ent with small business procurement, prepared to present their technical 
service small business program, policies, and procedures, and to 
ms answer any questions if called upon by the Committee to do so. 
ity h. The Council shall receive and review appeals of small business determina- 
t is forwarded to the Office of the Assistant Chief of Staff, G-4, by the head 
i technical service or by the Washington Office of the Small Business Admin- 
stration, and make appropriate recommendations to the Office of the Assistant 
ef of Staff, G—4. 
The Council will carry out such other duties as may properly become a 
f the Small Business Program 
9. Relationships between the Procuring Activities and Small Business Admin- 
istration.—a. In furtherance of the Small Business Act of 1953 and the Depart- 
t of the Army program of assistance to small business, Army personnel will 
operate with Small Business Administration representatives to the maximum 
nt practicable. 
ll b. Details for this cooperation have been previously delineated in DOD Direc- 
)- 1100.9, 10 June 1953, subject: “Relations with Small Defense Plants Admin- 
'S ration,” and will supplement this circular. 
Pertinent paragraphs thereof are revised by changing citations from pre- 
. to current laws, from “Small Defense Plants Administration” (SDPA) to 
1 Small Business Administration” (SBA), and from “Munitions Board” to “The 
\ssistant Secretary of Defense (Supply and Logistics),” pending amendment 
] revision. 
10. Dissemination of Information.—In addition to distribution required by 
\PP 1-354 and 1-355, each purchasing office will furnish copies of invitations 
r bids, requests for proposals, specifications, and drawings pertinent thereto 





s follows: 
a. To the principal procuring offices of their procuring activities, for display 
I o interested concerns, in accordance with policy and instructions of the Head 


if the Procuring Activity concerned. 
b. To such offices of the Small Business Administration as the Small Busi- 
i ness Administration may request. This distribution will be limited to proposed 
rocurements in excess of $25,000, which are not classified. 
c. To the Small Business Administration, Washington 25, D. C., when so 
ecommended by the Small Business Specialist, copies of proposed procurements 
on which a determination for Small Business has been made of a value of $10,000 
ind above which are not classified. 
11. Defense Manpower Policy No. 4.—In case of conflict between a small busi- 
ness determination and a request for preferential consideration, procedures set 
orth in Army Procurement Circular 2, 15 January 1953, will be observed. 
12. Continuance of Small Business Committees.—In accordance with G4 
Letter, 29 June 1953, file G4/E1 31532, subject: Continuance of Small Business 
Committees Formed by Armed Forces Regional Council, Small Business Com- 
iittees may be continued. The pertinent recommendation is quoted below: 
“3. It is recommended that the Military Departments support the: continuation of the 
‘egional Small Business Committees formerly associated with the AFRC’s, on an informal 
basis; that all Small Business Specialists be encouraged to attend and participate in the 
regular meetings; that representatives of other Government Agencies be invited to attend 
the meetings; and that the Committees rotate the Chairmanship among the Military mem- 
bers and conduct their meetings in much the same manner as when they were formally 
constituted, except that formal minutes will not be maintained.” 


13. Records to be maintained by Heads of Procuring Activities, other than for 
DD Form 377 reports.—a. Certificates of Competency received from SBA includ- 





es 
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ing date of issue, name of concern, address, IFB or PR number, value of procure- 
ment, and action taken as to award, including differential in price effected by 
award. 

b. Number of procurements screened by Small Business Specialists for deter- 
minations for small business. 

ce. Determinations for small business made including total number and dollar 
value made, number and dollar value awarded to small business, and number 
and dollar value withdrawn. 

d. Procurements originally considered as not suitable for small business but 
subsequently awarded to small business, by number and dollar value. 

14. Appeals procedure—Certificates of Competency.—a. In the event that the 
Purchasing or Contracting Officer questions the issuance of a proposed Certificate 
of Competency, after complete interchange of information, he will so notify the 
representative of the SBA, stating his reasons, and request that the Adminis. 
trator, SBA, consider withdrawal or nonissue of the certificate, and that the 
Purchasing or Contracting Officer be notified in writing of the action taken. 

b. In the further event that withdrawal or nonissue of the certificate is declined 
by SBA and a certificate is issued, and the Purchasing or Contracting Officer 
then determines that acceptance would not be in the best interests of the Goy- 
ernment the following procedure will be utilized: 

(1) The Purchasing or Contracting Officer will withhold award of the con- 
tract, pending decision by higher authority. 

(2) The Purchasing or Contracting Officer will prepare a written request 
for withdrawal of the certificate, addressed to the Head of the 
Procuring Activity, for signature. This request shall be supported 
by a complete statement of the facts leading to the determination that 
the certificate should not be applied. 

(3) The Head of the Procuring Activity, may, if desired, refer the request 
to the Office of the Assistant Chief of Staff, G—4. 

ce. Protection of the Government’s interest is delineated in DA Circular 69, 1953. 

14. Organizatation.—In accordance with paragraph 3m and paragraph 6, an 
organizational chart is inclosed in order to assure unanimity in the placement of 
the Small Business Specialist and the Small Business Office within the Office 
of the Head of each Procuring Activity and the field installations. 

15. Application.—Instructions for application of this circular by the Heads of 
Procuring Activities will be forwarded in triplicate to the Office of the Assistant 
Chief of Staff, G-4, for review relative to policy and procedure. 

16. Effective date.—The revised policy is effective immediately. 
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4G 400.13 (4 Sep 53)) 


By ORDER OF THE SECRETARY OF THE ARMY: 
M. B. RIDGWAY, 
General, United States Army, 

FICIAL : Chief of Staff. 
WM. E. BERGIN, 

Vaior General, United States Army, 
The Adjutant General. 


DISTRIBUTION : 
According to requirements submitted on DA AGO Form 12. 
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WASHINGTON 25, D. 








23, SEPTEMBER 9 





INTERPRETATION OF ARMY PROCUREMENT CIRCULAR 


1. F or the purpose of clarity and to assure uniformity throughout the Depart- 
ent of the Army it has been deemed necessary to interpret specific portions 
f Army Procurement Circular 23, September 9, 1953. 

2. Based upon problems developed during the first meeting of the Small Busi- 
ness Specialists Council and a combined meeting of the council and the Senior 
Small Business Specialists from the Continental Armies held October 1 and 2, 
1953, the following interpretations are made; 

(a) Paragraph 1b.—Small business specialists throughout each technical 
service and each Army will be appointed respectively by the chief of each 
technical service and the commanding general of each Continental Army and 
each small business specialist will report directly to the appointing authority 
on small business matters rather than through the normal command channels. 
The small business specialist will work closely with the head of the procuring 
office and other personnel of the purchasing office, but he is “directly responsible 
to the appointing authority.” The authority to appoint small business specialists 
will not be redelegated. 

(b) Paragraph 1b.—Department of Defense Directive 4105.5 is incorporated 
in Army Procurement Procedure 1-354; Department of Defense Directive 4105.21 
is incorporaetd in Army Procurement Circular No. 23, dated September 9, 1958; 
Department of Defense Directive 4100.9 and 4100.10 are in the process of revision 
to assure concurrence with current laws. 

(c) Paragraph 30 (3).—“Competitive prices” means prices submitted by 
sources of supply as defined in Army Procurement Procedure 1-201.9, “Sources 
of Supply.” 

(d) Paragraph 5.—“Purchasing Office” is defined in Army Procurement Pro- 
cedure 1-—253.1. 

(e) Paragraph 6, line 2, page 4.—Add after the word “procurement” the phrase 
“where a small business specialist is appointed,”. 

(f) The italicized portion of paragraph 7t is to emphasize the responsibilities 
for the functions of the senior and field small business specialists. 

(g) Paragraph 10a.—The term “Principal Procuring Offices” includes those 
offices in which a library of specifications and/or drawings is presently main- 
tained, where copies of invitations are available to the public and those instal- 
lations which presently maintain a sample and display room. 

(h) Paragraph 106.—Distribution of information requested by Small Busi- 
ness en ay oe is covered by letter, AC of S, G-—4, G4/E1-57993, dated 
October 5, 1953, to chiefs of technical services and commanding generals of the 
( ‘ontinenbat Armies, subject: “Dissemination of Information on Proposed Pro- 
curements.” The required distribution will not include proposed procurements 
involving repairs and utilities or perishable subsistence which can be supplied 
only by local purchase, those proposed procurements under $25,000 and those 
which are Classified. 

(i) Paragraph 12, line 5 of quotation—The term “military members” is in- 
terpreted to mean “military services,” and, therefore, permits the appointment 
of a civilian chairman, 

(j) Paragraph 13.—Reference to DD Form 377 will be changed to DA Form 
377. A new standard reports form will be provided by the Department of the 
Army for the use as outlined by this paragraph by all reporting offices. 
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(k) Paragraph 14.—A certificate of competency as to capacity and credit whe; 
issued by Small Business Administration, does not in and of itself assure the 
certified supplier of an award. A preaward survey is still required and awards 


can only be made in accordance with Army Procurement Procedure 1-357, “Sele 
tion of Contractors.” 


(1) Second paragraph 14, page 7 and paragraphs 15 and 16, page 8, of Army 
Procurement Circular No. 23 will be renumbered as paragraphs 15, 16, and 17 
respectively. 

(m) Table of Organization, figure 1, follows paragraph 17. Small-business 
specialists may be retained at posts, camps and stations where local small- 
business coverage justifies this activity. The Military District of Washington 
and National Guard Bureau may also retain a senior small-business specialist 
at their respective headquarters. 


P. M. SELEEN, 
Brigadier General, GS Chief, Procurement Division 


Mr. Asxrns. I would like to refer you to page 7, because we, in the 
Army, have recognized, and those like myself who have to live with 
this every day have recognized the fact that there is an area and a big 
human element involved in screening for suitability. You, as a Sen- 
ator, looking at an item from your viewpoint, may think one thing. 
From an engineer’s standpoint, one can point out five reasons rapidly 
why it isn’t so. But you still have your right to think it is suitable, 
and I have mine. 

We have known by experience under (d) of paragraph 13 on page 7 
that we had to provide for a reporting system covering just this con- 
tingency, because procurements originally considered as not suitable 
by small-business specialists or the contracting officer for smal] busi- 
ness, subsequently were awarded to small business. We want to know 
the number and the dollar volume of such an item so we can take it out 
of that area and the next time it will definitely be considered suitable 
on the next procurement. 

We do have that area because we have a human element involved in 
it. As long as we have 50 people in here, we will have 50 different 
ideas. 

With your permission, I would like to summarize what we have done 
in the first 6 months of fiscal year 1954, taking into consideration our 
total procurement, advertised, negotiated, suitable, awarded. Getting 
into one part of it over which we have no mandatory control, but in 
which we do everything we can to help small-business men, and par- 
ticularly if there are not enough prime contracts to go around, we try 
to guide and steer him to people who have prime contracts and are 
looking for subcontractors. Because of a survey we made less than a 
year ago, and the Navy has made one recently, we are utilizing the 
one we made less than a year ago, in coming down to a final figure 
of what we feel was procurement that actually filtered down as prime 
contracts and first-tier subcontracting to small-business firms. 

Of our total of $1,582 million the prime contracts awarded by the 
Department of the Army to small business was $644 million or 40.7 
percent. Of our total procurement, the balance of our procurement, 
59.3 percent went to large business. I used this the last year, but I 
haven’t used it this year. This might have been in two bars. This 
might have been suitable, but not awarded to small business for the 
13 reasons small business couldn’t get it. It went to large business 
and we left it as one bar. Out of this 59.3 percent—by checking with 
our 7 technical services and having them pick at random 4 prime con- 
tractors and contacting them and finding out what they have done in 
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the way of subcontracting on the first tier to small business—we arrived 

19 percent of the total procurement dollar. 

U tilizing that 19 percent to still apply because our procurement is 

re or less on the same par as a year ago—the same 6 months of 1953— 

us our prime contracts amounting to 40.7, the 19 percent we feel 

ere is going to small business in primes and first-tier subcontracting, 
, total of 59.7 percent. 

(he second tier might bring more, but I think basically, as you carry 

t further and further down, you will get to the source of materials, 

hich will take you back to large business, so it wouldn't prove any- 
thing. But we do want to take into consideration the first-tier sub- 
ontracting because we can help that man through our contracting 
\fticers. 

[In summarizing—and not trying to predict the future—I thought 
you might be interested in having in the record at least what we 
had through the fiscal year 1953 of what our procurement has been. 

See chart XIII, p. 191.) We had no reporting system of suitable 

vards in these 3 years. Out of a $2 billion procurement year, we had 
12 percent to small business in 1949. In 1950 we had 44.7 percent 
.warded to small business. That was out of $1,700 million in pro- 
curement. Beginning with Korea, when we had a procurement of 
$14,631 million we had 29.8 percent. In 1952 we went to a procure- 
ment of $18,704 million and we had 21.2 percent that went to small 
business, with $3,959 million in suitable awards. In 1953 we dropped 
to $7,076 million of which 36.5 went to small business, and $2,583 
million was suitable and awarded to small business. 

Our first 6 months of this year indicated 40.7 but you have to go 
the entire cycle before you make a prediction. 

We have in the Department of the Army 7 technical services which 
are like 7 different procurement offices, and they are about as hard 
to write policy and procedure for as possible, because each is dealing 
with different types of items than the others. So we have chosen Mr. 
Jaquette of the Signal Corps, our Signal Corps small-business spe- 
cialist. We would like to put his statement in the record and also the 
other technical services. 

Senator Frerecuson. We will place them in. When it is checked it 
will become part of the record. 

(The statements submitted by representatives of the technical serv- 

es above referred to follow today’s testimony beginning p. 199.) 

Senator Fereuson. I don’t want to criticize, I don’t want you to 
take it as a criticism of your remarks, but percentages do not solve 
our problem. The man who doesn’t get a contract in small business, 
the fact that you give him all these percentages, doesn’t impress him 
at all. It may demonstrate that you have a system that you believe 
s working, but I think, if we can get more down to some of these 
items that we have been discussing, it “would be better. 

I would like to get a definition of what is meant by a qualified 
product list. Why “do people qualify on that list? Why don’t they 
qualify? That will help small business to understand that situation. 

Mr. Asxrns. In order that it may be a thorough one, I would like 
to ask that we be allowed to give that to Mr. Forsy the for the record.” 

Senator Ferauson. That is all right. 


** See appendix 6, p. 523, for qualified products list supplied by Department of the Army. 
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Mr. Asxrns. I might say that, Mr. Chairman, in living with these 
eople every day, we don’t talk percentages to the small- business man, 
Te comes back and says, “I have gas, w rater, lights, and rent to pay, 

How much take-home pay do I ge te" 

Senator Fercuson. That’s right. 

Mr. Asxrns. Cannot meet the bills. 

Senator Frercuson. I didn’t want this record to build into a situa. 
tion where it appeared that all we were doing this morning is getting 
percentages. 

Mr. Asxrns. No, sir, it is a medium that we are using. We have 
somewhat gotten into the trend of using percentages. Frankly, | 
do not say it is the best, I do not say it is the worst. 

Senator Frreuson. I wonder whether we are not using too many 
charts ? 

Mr. Asxrns. The way I feel about what we have been able to do, 
I wanted to use one and say, here is the percentage we gave them and 
the dollars. 

Senator Durr. The guy who doesn’t get a contract is not a bit in- 
terested in the percentages. 

Mr. Asxins. That is right. 

Would you like to hear from either one of the two gentlemen that 
we brought from the technical services / 

Senator Frrevson. I wish they would file their statements. 

We will have to close now. I want to make the charts part of the 
record. 

Mr. Asxrns. As soon as I have them available, they will be for- 
warded to the committee. 

Senator Frrcuson. I would rather they were not too prominent in 
the record. 

Mr. Asxrns. I will make them small. 

Senator Frercuson. It would appear that all we were doing here 
was working on percentages. 

On Friday we are going to try to have the Air Force come up. 
You might suggest that they put specific items in their charts. 

(Supplement: al statement and charts submitted for the record by 
Mr. J. W. Askins, Department of the Army small-business adviser, 


covering small-business activities for first 6 months of fiscal year 
1954, follow :) 


SMALL-BUSINESS SPECIALISTS AND THEIR LOCATIONS 


Mr. Chairman and members of the committee, Army procurement is broader 
in scope and slightly more complex than the other two services of the Depart- 
ment of Defense. Because of these factors it has been necessary to decentralize 
procurement to 450 locations within the continental limits of the United States. 

Through the Army reporting system and personal trips to field procuring 
offices, it was determined that 119 of these procurement offices warranted the 
services of a qualified small-business specialist (chart III). These specialists 
are assigned to the respective procurement offices on a full- or part-time basis, 
depending on the type and nature of the procurements, the dollar volume, and 
other factors. (Chart III not reproduced in this record. ) 

In order to assist small-business firms to participate to the fullest extent in 
our overall procurement program, the Army also maintains sample displays, item 
exhibits, and files of specifications at 58 locations throughout the United States 
(chart IV). The items displayed at each location are typical of items currently 
being procured. The small-business specialist is qualified to discuss fully speci- 
fications and drawings with businessmen who are seeking an Army contract. 
Experience has proven these displays to be of tremendous help to small-business 


wt eeemmenner ERE 


No 


et ee 


pulsthateiies 


eh 





these 
Man. 


pay 


tua. 
Cing 


1aVe 


lat 


he 


MILITARY PROCUREMENT PROGRAM, 1954 183 


; and also of assistance to the procurement officers of the Army. Through 
medium the contracting officer gains new and reliable sources of supply, and 
business firms are able to secure contracts with full knowledge of the 
‘'s specifications and requirements. (Chart IV not reproduced in this 
rd.) 


SMALL BUSINESS POLICY AND PROCEDURE 


he Army’s small-business program is stated in Army Procurement Circular 
No. 23, dated September 9, 1953 (see p. 173), and this document implements and 
carries out the intent of Public Law 413 (80th Cong.) and 163 (83d Cong.). 
Within the next few weeks this procurement circular will be released as a part 
of Army Procurement Procedure. Army Procurement Circular 23 covers fully 
aspects of a sound, well-established, small-business program. The circular 
provides for several unique features which we have found to be of great im- 
portance: 

1) Small-business determinations; 

2) Broad authority and considerable responsibility delegated to the small- 

ness specialists; and 

The Small-Business Specialists Council. 


SMALL-BUSINESS DETERMINATION 


(4 small-business determination is a decision by the small-business specialist, 
greed to by the contracting officer, that an item or service to be procured, can 
be supplied by small-busines firms, in whole or in part, and therefore shall be 
partially or entirely earmarked for small business. Authority for such a deter- 
ition is granted by the Armed Services Procurement Act of 1948, paragraph 
c) and confirmed in section 214, Public Law 1638, 88d Congress. Such a deter- 
mination must, and is, given very careful consideration before being made. The 
e careful consideration is given to joint determinations, i. e., those requested 
the Small Business Administration, because any such determination must be 
in the best interest of the Government and in compliance with the law. In mak- 
these determinations, we must consider the following factors among others: 
1) Congress does not permit payment of a price differential. 
2) It is not to the best interest of the Government to exclude planned pro- 
ducers. 
3) All specifications must be adhered to. 
1) Quantities and delivery schedules must be met. 
In short, small business gets its fair share of Army procurement, but not at 
the expense of the taxpayer. 


FUNCTIONS OF SMALL BUSINESS SPECIALISTS 


Small business specialists’ functions have increased in scope over the past few 
years, based upon experience, change in overall requirements and economic 
trends. For example, small business specialists are voting members of boards of 
contract awards, which insures that the interests of small business will not be 
overlooked or infringed upon in awarding a contract. Other functions of these 


specialists are listed in paragraph 7 of Army Procurement Circular 23. 
SMALL BUSINESS SPECIALISTS COUNCIL 


Last, but by no means least in importance, I wish to mention the creation of the 
Small Business Specialist Council. This Council consisting of the senior small 
business specialists of the seven technical services (Ordnance, Quartermaster, 
Engineers, Signal, Medical, Transportation, Chemical) and the Department of 
the Army small business specialist, was created for the purpose of functioning as 
a specialized group to administer small business policy and procedure. 


BOOKLETS ON SELLING TO THE ARMY 


Right at this point, I want to mention two booklets on how to sell to the Army. 
Originally, the Army published its own booklet, entitled “How to Sell to the 
United States Army” which did an outstanding job for the Army and assisted all 
businessmen. However, late last year this booklet was supplemented by an 
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all-service booklet put out by the Department of Defense entitled “How to Sell 


: . Fi 
to the Department of Defense. 4 of 
How to Sell to the Department of Defense has a companion booklet entitled, tota 
“Purchased Items and Purchasing Locations of the Department of Defense.” , Fis 
This booklet lists classes of items purchased by the services, and tells which pro [9 rep 
curement offices buy it, and their location.’ | pa 
in 

OTHER AIDS TO SMALL BUSINESS Sais 

Several years ago, the Assistant Secretary of the Army (Materiel) established 4 1, ; 

a procurement information center here in Washington. Subsequently, the De. [% — 
partment of the Air Force has taken part in the activity, furnishing a proportion. [9 Ad 


ate share of the personnel to render the same function for Air Force procurement. 
The procurement information center displays for public perusal, copies of all 
Department of the Army and Department of the Air Force unclassified invita- 
tions for bids, amendments thereto, and the resultant abstract of bids. Another i 
function is to provide in one central location, a place where representatives of 
business may obtain advice concerning the name and location of the Department 
of the Army or Air Force purchasing office which procures the items manu- 
factured or sold by the interested company. In this regard, similar data is also 
furnished concerning names and locations of Department of Navy purchasing 
offices when deemed appropriate to do so. 


SMALL BUSINESS PARTICIPATION IN ARMY PROCUREMENT 
Having given the committee a quick review as to the Army’s small business pro- 
gram, I would like to refer to various phases of Army procurement covering the 
latest reported period, namely, July 1 through December 31, 1953. 


Obligated new procurement (chart V) 


DEPARTMENT OF THE ARMY 
OBLIGATED PROCUREMENT 


COMPARISON IST 6 MOS. FY I953-FY 1954 





IST6 MOS 


amo C.332,009,80 


IST 6 MOS. 


ry sa’|9 1,582, 012,00 


DOES NOT INCLUDE INTERDEPARTMENTAL OR INTERSERVICE PROCUREMENT 


. 


uigene v 


In discussing the total obligated new procurement of the Department of the 
Army for the first 6 months of fiscal year 1954 a comparison should be made 


for the same 6 months of fiscal year 1953, in order to clearly show the cutback in 
our procurement program. 


* Booklets above referred to are available upon request to the Department of the Army. 


ae 
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vo 


Fiscal year 1953 figures are based on net figures which include a minor number 
incellations. However, the amount percentagewise is negligible and the 
figure can be considered for comparison purposes as new procurement. 

year 1954 figures are presented as actual new procurement based on a new 
rting system. This new system was necessary because of the volume of can- 


LIne 


tions in major programs which is rather large; however, these cancellations 
pproximately 95 percent of the cases are procurements which were not 
table for small business. A recent tabulation for calendar year 1953 January 
1953 to December 31, 1953) reveals that cancellations affecting small business 


inted only to 3.6 percent of the total procurement dollar, 


(dvertised versus negotiated procurement (Chart VI) 


DEPARTMENT OF THE ARMY —_ 
OBLIGATED PROCUREMENT 


ADVERTISED-NEGOTIATED, SUITABLE-AWARDED 


SMALL BUSINESS 


FIRST 6 MOS. FY 54 
(MILLIONS OF DOLLARS) 
PERCENT 
25 50 100 


TOTAL D/A PRO 


ADVERTISED 27.3% 








SUITABLE 19.7% 72.3 %e OF ADVERTISED 





AWARDED 15.3% 77.7 % OF SUITABLE 








NEGOTIATED 
SUITABLE OF NEGOTIATED | 
AWARDED 64.6% OF SUITABLE 
. DOES NOT INCLUDE INTERDEPARTMENTAL OR INTERSERVICE PROCUREMENT va 
eaceacs 


7 


During the first 6 months of fiscal year 1954, 27.3 percent of the Army’s obli- 
gated procurement was accomplished on an advertised basis, while the balance, 


or 72.7 percent was negotiated. 
To accomplish the 27.3 percent advertised portion it took 40,846 actions. 


To 


accomplish the 72.7 percent of the total procurement which was negotiated 


552,476 actions were required. 
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Suitable and awarded procurement to small business (charts VII and V1I1) 


DEPARTMENT OF THE ARMY 


DEFINITION OF SUITABLE FOR PROCUREMENT 
FROM SMALL BUSINESS 


AN ITEM OR SERVICE IS CONSIDERED SUITABLE FOR PROCUREMENT FROM 
SMALL BUSINESS WHEN THE ITEM OR SERVICE. IS ONE WHICH BUSINESS 
CONCERNS IN THE SMALL BUSINESS CATEGORY PRESENTLY — 


(1) ARE TECHNICALLY COMPETENT TO PRODUCE: 
(2) HAVE ADEQUATE AVAILABLE FACILITIES AND OPEN CAPACITY TO PRODUCE; 


(3) CAN PRODUCE AT COMPETITIVE PRICES (QUANTITY AND DELIVERY FACTORS 
CONSIDERED); 


(4) ARE CAPABLE OF PRODUCING TO MEET THE REQUIRED DELIVERY 
SCHEDULE, AND 


(5) ARE ABLE TO PRODUCE WITHOUT OVERTAXING THEIR FINANCIAL, 
TECHNICAL, AND PHYSICAL PLANT RESOURCES. 


wi 
DEPARTMENT OF THE ARMY 
OBLIGATED PROCUREMENT * 
ADVERTISED-NEGOTIATED 
FIRST 6 MONTHS FY 1954 
MILLION DOLLARS 
PERCENT 
DOLLAR VALUE Oo 25 50 75 100 
TOTAL D/A 
PROCU 
ADVERTISED 
NEGOTIATED 
ACTIONS 


TOTAL D/A ACTIONS 


ADVERTISED 


NEGOTIATED 





Before going into discussion and a breakdown of the advertised and negoti- 
ated procurement just covered by chart VI it is felt that the subject of suita- 
bility should be explained and clarified on the basis in which the Army screens 
procurements in behalf of small business. 

The Department of the Army has arrived at a definition of suitable (chart 
VII), which is believed to cover all major factors relative to screening an item 
or service for suitability for small business. APC 23, dated December 9, 1953, 
sets forth this definition as the criterion for all procuring offices throughout the 
Department of the Army in screening procurements “suitable” for small business. 


<Sieatie: Shale x esti leah ctilaie 


: 
‘ 
; 
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\n item or service is considered suitable for procurement from small busi- 
vhen the item or service is One which business concerns in the small 
ss category presently 
‘(1) Are technically competent to produce; 

“(2) have adequate available facilities and open capacity to produce; 
3) ean produce at competitive prices (quantity and delivery factors 
nsidered ) ; 
t) are capable of producing to meet the required delivery schedule; and 
“(5) are able to produce without overtaxing their financial, technical, and 
physical plant resources,” 

Of the 27.3 percent which was advertised procurement, 19.7 percent was 
ened as suitable for manufacture by small business firms and of this amount 
ible 77.7 percent was actually awarded to small business firms as prime 
racts. Of the 72.7 percent which was negotiated procurement, 39.3 percent 

\ screened for suitable for manufacture by small business firms and of this 
percentage 64.6 percent of the suitable procurement was actually awarded to 
business firms. 

r the total procurement and the relation of suitable portion for small 

ess and that portion awarded to small business you will refer to table I 

, monthly breakdown. 


TABLE I Obligated procurement—prime contracts, dollars suitable and awarded 
to small business, July 1, to December 31, 1958 





4 TO. Snitable for we . 
Month Total } ui ible for Aw rded to_ 
curement (small business|small business 
(2 (3) (4) 
$167, 260, 000 | $125, 983, 000 $96, 184, 000 
Au t Seon 273, 764, 000 152, 669, 000 
Ss em ber 328, ORO, 000 182, 633, 000 
O ber a 292, 286, 000 151, 497, 000 
N mt 215, 501, 000 144, 828, 000 
ber 305, 121, 000 176, 647, 000 
Total 644, 489, 000 


Number of actions (advertised—negotiated, suitable—awarded) (chart IX) 


DEPARTMENT OF THE ARMY = 
OBLIGATED PROCUREMENT 


ADVERTISED-NEGOTIATED » SUITABLE- AWARDED 


MALL BUSINESS 
FIRST 6 MOS. FY 54 
NUMBER 
PERCENT 
50 


TOTAL ACTIONS 





ADVERTISED 
SUITABLE . | 98.0% OF ADVERTISED 
AWARDED | 84.4% OF onlin 

NEGOTIATED 


SUITABLE 


AWARDED 





sacwas 
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To accomplished the $1.58 billion of procurement during the first 6 months of 
fiscal year 1954 it required 593,322 actions. These actions were distributed j 
among advertised and negotiated procurement as shown in chart IX. It can ie 1 
readily be seen that the advertised actions are almost entirely actions screened 
as suitable for small business or actually awarded to small business firms. Of 1 
the 6.9 percent (40,846) actions placed on an advertised basis, 6.7 percent 4 ( 
(40,027) were screened for suitable and ultimately 5.7 percent (33.774) of the 





6 
actions were awarded to small business. This 5.7 percent of the total actions B® « 
awarded to small business amounts to 84.4 percent of the actions screened for | 
suitable. : act 

Of the 93.1 percent (552,476) actions placed on a negotiated basis, 92.7 per- [4 sid 
cent (549,533) were screened for suitable and ultimately 70.9 percent (420,243) = De 
of the actions were awarded to small business. This 70.9 percent of the total = act 
actions awarded to small business amounts to 76.5 percent of the actions screened 4 re’ 
for suitable. as 

For the monthly breakdown of actions awarded to small business as compared : 
to the total actions are shown in table II. a 
Tasie II.—Obligated procurement—Prime contracts, total actions versus actions 

to small business, July 1 to December 31, 1953 of 

| Actions to - 

Month Total actions small 4 p! 

business , 

(2) (3) q ut 

i j 3 

si 
July 85, 559 | 64, 962 
August ‘ 103, 382 79, 406 

September = 102, 495 78, 577 n 
October , eels 103, 290 | 78, 937 
November ioe . ‘ eetaniatiie aii 93, 155 71, 466 

December pasulwas dee ntieaaenits 4 105, 441 80, 669 ' 
Total 414, 017 

‘ 


DEPARTMENT OF THE ARMY = 
OBLIGATED PROCUREMENT 


SUITABLE-AWARDED SMALL BUSINESS 


FIRST 6 MOS. FY 54 


(MILLIONS OF DOLLARS) 
PERCENT 
0 25 50 75 100 


PROCUREMENT 
SUITABLE TO SB 





PROCUREMENT 
AWARDED TO SB 





i 


* 
DOES NOT INCLUDE INTERDEPARTMENTAL OR INTERSERVICE PROCUREMENT 
eiteiu I 


Summary of suitable and awarded to small business (chart X) 
Because of the complexity and scope of procurement activities of the Depart- 


ment of the Army no endeavor will be made to break down suitable and awarded 
figures for the major procuring activities. 






an 


oe 


Bitoni alon Sis 
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iew of the fact that screening procurements for suitable material eliminates 
those items and programs which are not susceptible to small business, we 
y are dealing with that portion of procurement which is selected by 
fied small-business specialists to be items or services which small-business 
can perform. 
Chart X clearly shows, based on actual procurement action reports, that 
69 percent of all procurements screened as suitable for small business were 
ly awarded to small-business firms as prime contracts. 
That portion which was screened as suitable for small business but did not 
ly become awarded to small business is an area which has given con- 
lerable concern to each and every small-business specialist throughout the 
yepartment of the Army. For this reason a careful study by all procuring 
vities reveals that there are various reasons why small business does not 
e 100 percent of the procurements determined suitable. The reasons are 
S OWS: 
Emergency procurement wherein other than small business was already 
luction and had available capacity to manufacture and deliver within the 
required. 
Desired rate of production exceeded existing rate of available capacity 
of small business. 
3) Volume and mass-production methods employed by other than small busi- 
I made it impossible for small business to meet the price at the time of the 
I irement. 
{) Small-business equipment and skilled labor could not produce the item 
the standards and specifications required, including extreme tolerances. 
Cost of special machinery and tools, dies, jigs, testing equipment, and 
similar items are prohibitive to small business. 
(6) Inadequate and/or inefficient staff of engineering, production, and manage- 
ment personnel within available small business. 
i’) Inadequate or overextended finances within available small business. 
S) Inadequate or overextended production capacity within available small 
OuUSINeSS. 
)) Standardization and interchangeability of items and parts eliminated 
| business as new sources. 
10) Sole-source items (proprietary items and new items developed by a single 
ern), other than small business. 
11) Items on the qualified-products list, and small-business concerns had not 
ialified their products. 
12). Classified projects, including research and development, beyond the 
incial ability of existing small business. 
13) Maintenance of planned-production base. 
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summing up what has been done for small business during the first 6 months 
il year 1954, chart XII summarizes the Army story very nicely. 

the $1.58 billion expended, small business received as prime contracts 40.7 

nt of this amount ($644,489,000). The balance of 59.3 percent ($937,523,- 

\ was awarded to large business and of this amount small business received 

e form of first tier subcontracts $3,685,200 or 19 percent. In arriving at the 

rcent, the Army is using the percentage arrived at after a survey was made 

an a year ago by picking at random prime contracts placed by each tech- 
ervice 

Considering prime contracts and only first-tier subcontracting, small business 

: ved as their portion of the total obligated procurement 59.7 percent or 
$945,127,200. 
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Assuming we can use historical experience as a guide to the future sma}! 
businesses’ percentage of the Army procurement dollar should increase, even 
though the Army has fewer dollars to spend. The reason is because we will be 
spending less on major items, e. g., tanks, artillery, ete., which are items generally 
not suitable for small business, as chart XIII, shows. 

During fiscal vear 1949 when we were not buying such hea¥y items, smal] 


business received 42 percent of the total procurement dollar volume. In fiscal] 


year 1952, when we ere buying a great deal of such material, the portion 
going to small business decreased to 21.2 percent. It seems likely, therefore, as 


we return to a more normal procurement program small business should have no 
difficulty in getting its fair share of the Army dollar. 

With the overall Army procurement dollar being less, it does not mean that 
the small-business program and the small-business specialist job will become less 
important, but to the contrary it will be necessary for the small-business special- 
ist to make every endeavor to assist small business in every way possible in 
order for shall business to continue to get its fair share of the Army dollar. 

We shall proceed aggressively with our program of aid to small business, in 
both the fields of prime contracting and subcontracting, in accordance with the 
policy and procedure as prescribed by APC No. 23. It is our feeling that within 
certain fields the Small Business Administration may supplement our program. 

Our aim is to carry out the congressional mandate that small business must 
participate in helping to defend America. 

For the benefit of the committee and interested small-business firms the De- 
partment of the Army desires to include for the record 3 tables of information, 
namely, obligated procurement (1) by claimant program; (2) by State, and 
(3) by 2-digit standard-commodity classification: 


Obligated procurement’ first 6 months fiscal year 1954 by claimant program 


i. er 

Total Dollars Aven 

Codes Claimant program doll: oe to small | ;, nati 
; business | } a 

yusiness 








Total procurement actions $416, 603 29.9 
A-la Airframes and related assemblies and spares na 399 389 97.5 
A-1b Aircraft engines and related spares and spare parts 
A-le. ; Other aircraft equipment and supplies ‘ : Shes i 
A-2 Guided-missiles systems_.-.- 25, 372 435 1.7 
A-3 waa Ships 1, 245 650 52.2 
Ata Combat vehicles as 185, 756 3, 505 1.9 
A-tb Noncombat vehicles ; 38,642 | 5,871 | 5.2 
A-5 ‘ Weapons 57, 611 10.3 
A-§ Ammunition 193, 660 17.7 
A~7 Electronics and communication equipment 17, 771 22.2 
A —Sa . Petroleum 903 18.2 
A-&b Other fuels and lubricants __- 184 85.9 
A-&c ..-..| Separately procured containers and handling equip- |............}........ | 

ment. 

A-9.__. ..-.-| Textiles, clothing, and equipage 26, 767 14, 558 54.4 
B-1 Military building supplies P 1, 424 928 65. 2 
B-2 .| Subsistence - -- ‘ 336, 303 175, 701 | 52.2 
B-3 | Transportation equipment 2, 454 112 | 4.6 
B-9 | Production equipment 4 36, 075 2,936 | 8.1 
C-2 Construction 362, 042 118, 804 | 32.8 
C-9a | Construction equipment ate 9, 449 6, 464 68.4 
C-9b | Medical and dental supplies and equipment__.- é 11, 212 3, 267 19.1 
C-9e Photographic equipment and supplies__- 679 331 48.7 
C-9d Materials handling equipment 419 22 5.3 
C-3 and C-% All other supplies and equipment at 39, 063 17, 462 44.7 
No code. Services... i: is 7 ; idling - 44,812 20, 697 46.2 


1 Does not include interdepartmental or interservice procurement, 


4 
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tracts in continental United States first 6 months fiscal year 1954, distribution 
by States ($10,000 and over)’* 











Per ‘housands of dollars Percent of total dollars 
: Popula- | “4 0) 
. n aces . Q -- Small Large 
po yu- Ra ool a Total est. Serna Total 
2.0 1.0 1.3 1.2 
1.3 7 2 
y 3 5 
7.0 12.3 4 10.3 
q 7 7 
1.3 1.6 2.6 2.3 
2 5 Q 8 
f Columbia 5 9 t 7 
1.8 i 2.4 2 9 
2.3 853 Y .5 
4 8, 539 6 8 .7 
5.8 66, 461 4.4 6.2 5.7 
2.6 2, < 7 9.0 6.5 
1.7 l, 3 1.8 1.4 
1.3 4,47 4 ) 1.3 3 6 
2.0 3, OR4 2, 719 yg oa 5 
, 1.8 9, 150 8, 622 2.6 1.0 1.5 
6 8, IRS 96S 2.4 oa s 
ind 1.6 10, 469 5, 431 3.0 7 1.4 
husetts 3.1 15, 687 33, 298 4.5 4.1 4.2 
: 4,2 8, 816 101, 341 2.5 12.4 9.5 
ta 2.0 4,311 5, 993 1.2 “a 9 
ppi 1.5 4,617 279 1.3 4 
i 2.6 13, 032 24, 282 3.8 3.0 3.2 
: .4 59 10 ese 
ka 9 2, 659 3, 208 .8 .4 5 
da i 1, 380 1, 291 .4 > 2 
New Hampshire am .4 1, 018 515 3 1 1 
Jersey 3.2 21, 960 20, 899 6.3 2.6 | 3.7 
vw Mexico é 3 2, 094 2, 305 .6 3 4 
vw York 9.8 43, 291 112, 377 12.7 13.7 13.4 
Carolina 2.7 12, 272 2, 070 3.6 3 1.2 
5.3 11, 135 76, 956 3.3 9.4 7.6 
: 15 , 541 5, 132 8 -6 6 
1.0 2, 215 1, 282 6 2 3 
y ania 7.0 14, 138 42, 043 4.1 5.1 4.8 
I d 5 1, 158 1, 343 3 . 2 
! ina 1.4 3, 914 4, 905 1.1 .6 9 
Dakota 1 672 177 3 l 
SSE 2.2 2, 902 9, 432 9 1.1 1.0 
5. 1 20, 928 20, 266 6.0 2.5 3.5 
g, 1, 168 2, 954 3 4 3 
nt 3 79 144 
: 2.2 5, 158 10, 071 1.6 12 14 
rton 1.6 11, 218 7, 002 3.3 9 1.5 
Virginia 1.3 606 162 2 1 
2.3 4,043 28, 886 1.3 3. 5 2.8 
2 3 
otal 150, 697. 2 100. 0 345, 108 819, 015 |1, 164, 123 100. 0 100. 0 100. 0 


Perishable subsistence under $25,000 not included. 


Prepared by Purchases Branch, Procurement Division, OAC of 8, G-4, Mar. 30, 1954, 
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Dollar value of military procurement for first 6 months, fiscal year 1954, by 
standard commodity classification ($10,000 and over) 






























Vegetable products, inedibl $124 
Fiber 11 
Coal ll 
Metallic ore 209 
N metallic mineral 219 
Leather 52 
Rubber fabricated basic material 718 
W ood fabricated basic materials 2,419 
Pulp, paper 2, 891 
Fabricated basic textile 13, 376 
Oils, fats, waxes 91 
Basic chemical 3. 378 
Basie chemical product 3, 973 
Petroleum and coal product 7 
Iron and steel 2, 965 
Additive material and unrefined metallic 
products vetalliferous products 17 
Nonferrous metals 629 
Metal fabricated basic products 1, 407 
Insul d wire and cable 1, 021 
Nonmetallic mineral basie products 291 
Nonmetall neral basic products (chiefly 
nonstructu : 170 
Packing and gasket ) 
Miscellaneous fabricated basic materials 90 
Engines and turbine R26 
Electric General Motors, electrical equip- 
ment 2 O28 
Mechanical power transportat nequipment 79 
Compressors and pumps 634 
Metalwork machinery 6, 909 
Special ir ries machinery 1, 630 
Construction, mining, excavat y and re- 
chinery 1, 624 
] machinery 126 
Tractors 2 506 
Miscellaneous general purpose industrial 
machinery 412 
Railroad nsportation equipment 2. 316 


Motor vehicles 75, 859 | 


Combat ships and landing vessels 





ectric distribution control equ pment | 


Ships, except combat 707 
Aircraft 59 
0 
Miscellaneous transportation equipment. 10 
Prefabricated buildings 380 
Plumbing, nonelectric cooking 1, 298 
Air conditioning-refrigerat juipment 479 
Lighting fixtures 11 
El 
Cc 





onveyors-elevator 
Measurir 





‘quipment oF 


g, controlling, laboratory, optical 





instr ents and apparatus 674 
Valves, e fittings, pipe 576 
Hand too | 567 





Medical instruments 122 
Safety and sanitation equipment 572 
ines and equipment 

rrade and service industrial equipment 
Communication 

Photographic goods 


Office mac 


JO pat pt 





X-ray equipment, elect lamps-.. 277 
Miscellaneous equipment R62 
Food, manufactured 339, 453 
Feed, manufactured 66 
Beverages and ice. _. 14 
robacco manufactures 1, 481 
Drugs and related commodities 10, 685 


Cosmetics, soap 


Small t 


Value 





188 
ORG 
009 


673 


506 


173 | 


14 
503 
687 


41 


yusiness 


45 
100 


41 
100 
61 


11 


Qn 


29 


14. 


61 
41 


100. 


9 


0 


97.2 
78.8 
100.0 
94.7 
83.9 
65. é 
100.0 
65 


60 


Other than smal 


busing 


Value 


Thousands 


$68 


ll 


45 

14 
363 
298 
657 
8, 095 
14 

3, 098 
1,475 
651 
2, 718 


17 
306 


795 








30 


289 | 


1, 374 
834 
7, 064 
1,178 
63 


412 | 


160, 436 


14 
1, 470 
9, 728 











100.0 
48.7 
56.5 


40.3 


24 


38 
91 


AS 
64 
70 
85 
38. 


5S 
100 


58. 
99 
92. 


100. 
99 


91. 
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Dollar value of military procurement for first 6 months, fiscal year 1954, by 
standard commodity classification ($10,000 and over)—Continued 


Other than small 


Small business business 





Standard commodity classification Total value Percent 
Percent to other 
Value tosmall | Value than 
business small 
business 
Thou- 
Thousands sands Thousands | 
Apparel a 6, 095 4, 481 73.5 1,614 | 26. 5 
Footwear 3, 708 1, 538 41.5 2, 170 58.5 
House furnishings - - 1,128 1, 022 90. 6 106 9.4 
a) Furniture and fixtures 581 417 71.7 164 28.3 
81 Household electrical appliances. - = 89 62 69. 7 27 30.3 
82 Kitchen utensils_-. 412 380 92. 2 32 7.8 
g Watches and clocks... 78 ‘ 78 100. 0 
86 Recreation equipment s 70 70 100. 0 
g Printed matter 3, 992 2, 433 60.9 1, 559 39.1 
88 Stationery, office supplies 194 75 38. 7 119 61.3 
89 Medical supplies - --. a 394 64 16.4 330 83. 6 
Ordnance 422, 591 36, 237 8.6 386, 354 91.4 
Containers and closures ‘ ‘ 7, 296 5, 904 80.9 1,392 19. 1 
Rubber tires and tubes 141 141 100. 0 
Miscellaneous products 1, O85 713 65.7 372 34.3 
{ Miscellaneous end products 2 2, 366 2, 218 93. 7 148 6.3 
35 Waste and scrap materials_-- 37 37 100. 0 
Subtotal, standard commodity classifica- 
tion purchases 958, 529 272, 986 28. 4 685, 543 71.6 
All other (include construction, services, 
ete : 2 592, 562 | 177,899 30.0 414, 663 70.0 
Grand total ~ 1, 551, 091 450, 885 29.0 1, 100, 206 71.0 


pared by: Purchases Branch, Procurement Division, Office, Assistant Chief of Staff, G-4, Mar. 30 


SMALL-BUSINESS SPECIALISTS 
DEPARTMENT OF THE ARMY 
Appointed by Headquarters, Department of the Army 


Mr. J. W. Askins, Department of the Army small-business specialist, Office, Assistant Chief of Staff, G-4, 
room 3C367 Pentagon, Washington 25, D. C. 

Lt. Col. Maleolm GQ. Troup, small-business specialist, United States Military Academy, West Point, N. Y. 

Mr. Clarence H. Tanner, small-business specialist, Armed Forces Special Weapons Project, Sandia Base, 
Office Box 5100, Albuquerque, N. Mex. 


George L. Noble, Jr., 
W ashington 25, D. 


State 


California 


Ilincis 


Massachusetts .. 


Michigan. 


ORDNANCE 


1ppointed by the Chief of Ordnance 


senior small-business specialist, Office of the Chief of Ordnance, room 2E407 Pentagon, 


C 


Installation 


Birmingham Ordnance District, 2120 North 7th 
Ave., Birmingham, Ala. 

Redstone Arsenal, Huntsville, Ala_- 

Benicia Arsenal, Benicia, Calif 

San Francisco Ordnance District, Post Office Box 
1829, 1515 Clay St., Oakland 12, Calif. 

Los Angeles Ordnance District, 55 South Grand 
Ave., Pasadena 2, Calif. 

Chicago Ordnance District, 209 West Jackson 
Blvd., Chicago 6, Ill. 

Ordnance Ammunition Center, Joliet, Il 

Rock Island Arsenal, Rock Island, Il 

Boston Ordnance District, Boston Army Base, 
Boston 10, Mass. 

Springfield Armory, Springfield 1, Mass 

Springfield Ordnance District, Springfield 
Armory, Springfield 1, Mass. 

Watertown Arsenal, Watertown 72, Mass 


Detroit Ordnance District, 574 East Woodbridge | 


St., Detroit 31, Mich. 
Ordnance 
|} 8t., Detroit 9, Mich, 


Tank Automotive Center, 1501 Beard 


Small-business specialist 


Ralph D. Williams 

Jeff Davis Darwin. 

Seth Wheeler. 

Howard Josephs. 

Capt. R. H. Thompson. 
George Vander W oude. 
E. John Egan. 

Edward Manhard. 

Ed. A. Beaupre. 


Francis W. Lovett. 
Harvey L. Rogers. 


Ralph S. Towne. 
Charles M. Kaltwasser. 


Thomas F. Kennedy. 
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State 


Missouri 


New Jersey 


Georgia 


Illinois 


Indiana 


Louisiana 


New York 


Ohio 
Pennsylvania 


South Carolina... 


lennessee 
lexas 


Utah 
Virginia 


Washington 


MILITARY 


PROCUREMENT 


OrnDNANCE—Continued 


Installation 


St. Louis Ordnance District, 1016 Olive St., St 
Louis, Mo 

Picatinny Arsenal, Dover, N. J 

Raritan Arsenal, Metuchen, N. J 





New York New York Ordnance District, 180 Varick St., 
New York 14, N. Y. 
Rochester Ordnance District, Sibley Tower Bldg., 
Rochester 4, N. Y 
Watervliet Arsenal, Watervliet, N. Y 
oO} Cincinnati Ordnance District, Big Four Bldg., 
Cincinnati 2, Ohio. 
] land Ordnance District, 1367 East 6th St., 
veland 14, Ohio 
rd Ordnance Depot, Toledo 1, Ohio 
Pennsylvania Frankford Arsenal, Bridesburg Station, Philade]- 
phia 37, Pa 
Philadelphia Ordnance District, 1500 Chesnut St., 
Philadelphia 2, Pa 
Pittsburgh Ordnance District, 200 4th Ave., 
Pittsburgh 22, Pa 
QUARTERMASTER 
Appointed by the Quartermaster General 
Mr. DeForest Anthony, senior small-business specialist, 
lempo A Building, Washington 25, D. C. 
stat Installation 
California Los Angeles Quartermaster Market Center, Post 
Office Box 1438 Del Valle Station, 1206 Santee 
St., Los Angeles, Calif. 
Sharpe General Depot, Lathrop, Calif 
Mira Lorna Quartermaster Depot, Mira Lorna, 
Calif 
Oakland Quartermaster Market Center, 124 
Grand Ave., Oakland 12, Calif 
Colorado Denver Quartermaster Market Center, 187 


Denargo Market, Food Temple Bldg., Denver 5, 
Colo. 

Atlanta General Depot, Atlanta 4, Ga 

Chicago Quartermaster Depot, 1819 West Pershing 
Rd., Chicago 9, Ill 

Headquarters Quartermaster Market Center 
System, 226 West Jackson Blvd., Chicago 6, IIL. 


Jeffersonville Quartermaster Depot, 1201 East 10th | John M. O'Neill. 


St., Jeffersonville, Ind 

New Orleans Quartermaster Market Center, Unit 
3, 3d floor, sec. A, New Orleans Port of Embar- 
kation, New Orleans, La. 

New York Quartermaster Purchasing Agency, 111 
East 16th St., New York 3, N. Y. 

New York Quartermaster Market 
East 16th St., New York 3, N. Y. 

Schenectady General Depot, Schenectady, N. Y 

Columbus General Depot, Columbus 15, Ohio 

New Cumberland General Depot, New Cumber- 
land, Pa 

Philadelphia Quartermaster Depot, 2800 South 
20th St., Philadelphia 45, Pa 

Columbia Quartermaster Market 
Lady St., Columbia 1, 8. C. 

Memphis General Depot, Memphis 2, Tenn- . -- 

Fort Worth Quartermaster Market Center, Felix 
at Hemphill, Fort Worth, Tex. 

San Antonio General Depot, 2100 North New 
Braunfels, San Antonio 8, Tex. 

Utah General Depot, Ogden, Utah 

Cameron Station, Alexandria, Va- - 

Headquarters Quartermaster Training Command, 
Fort Lee, Va 

Richmond Quartermaster Depot, Richmond 12, 
Va 

Richmond Quartermaster Market Center, North 
Blvd. and Kelley Rd., Richmond, Va. 

Auburn General Depot, Auburn, Wash 

Seattle Quartermaster Market Center, Post Office 

Box 3225, Naval Supply Depot, pier 91. 


Center, 111 


Center, 1321 








PROGRAM, 


Office of the Quartermaster General, room 2602, 


| John J. Martin. 
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Small-business specialist 


Harold W. Nutt. 


J. P. Collins. 


| Donald N. Bechhold. 


Theodore M, Everett. 


9 
Lee W. Hiatt. ‘ 

Lloyd L. Oothout. F 
Howard T. Sellers. 4 


Charles R. Griffiths. 


James M. Peterson. 
Harry P. Edwards. 


William J. Long. 


Howard P. Semler. 





Small-business specialist 


Louis Bloom, 


Earle E. Rose. 
James V. Morrison. 


Joseph 8. Simon. 


Nathan T. Crowell. 


Harold F. West. 
Frank M., Gall. 





James P. Bradshaw. 


Robert M. Greene. 
Charles E. Partridge. 
Frederick A. Massanoble. 
Phillip C. Benedict. 
James E. Dinger. 

John F. O’Connell. 
William C. Hayes. 


Jefferson C. Neutz. 
James R. Aycock. 


John M. Parker. 

Don G. Moore. 
Shelton R. Beacham. 
William G. Gilbert. 
Maj. William Irons. 
Maj. James P. Smith. 


Capt. Lawrence E. Edgar. 
Roland J. Scott. 





MILITARY PROCUREMENT 


ENCINEERS 


ippointed by the Chief of Engineers 





A. Dun 
Point, Va 
' . 
; Installation 
Los Angeles District, Corps of Engineers, Post 
Office Box 17277, Foy Station, 751 South Figueroa 
St., Los Angeles 17, Calif 
San Francisco District, Corps of Engineers, 180 
New Montgomery 8t., San Francisco 19, Calif 
fColumbia.| Army Map Service, 6500 Brooks Lane, Washing- 
ton 25, D.C 
South Atlantic Division, Corps of Engineers, 536 
Old Post Office Bldg., Atlanta 1, Ga 
Chicago Procurement Office, Corps of Engineers, 
226 West Jackson Blvd., Chietgo 6, Il 
Rock Island District, Corps of Engineers, Clock 
Tower Bldg., Rock Island, Ill 
ky Louisville District, Corps of Engineers, 630 West 
Broadway, Louisville 1, Ky 
New Orleans District, Corps of Engineers, Foot of 
Pyrantia St., New Orleans 9, La 
husett New England Division, Corps of Engineers, 857 
Commonwealth Ave., Boston 15, Mass 
Detroit District, Corps of Engineers, 65 Cadillac 
Square, Detroit 26, Mich 
ta St. Paul District, Corps of Engineers, 180 East 
Kellog Blvd., St. Paul 1, Minn 
u St. Louis District, Corps of Engineers, 420 Locust 
St., St. Louis 2, Mo. 
Buffalo District, Corps of Engineers, Engineer 
Park, Buffalo 7, N. Y 
New York District, Corps of Engineers, 80 Lafay- 
ette St., New York 13, N. Y. 
Portland District, Corps of Engineers, 628 Pittock 
Block SW., Portland 5, Oreg 
ania Philadelphia District, Corps of Engineers, City 
Center Building, 121 North Broad St., Phila- 
delphia 1, Pa 
Pittsburgh District, Corps of Engineers, 925 New 
Federal Bldg., Pittsburgh 19, Pa 
Fort Worth District, Corps of Engineers, 1127 
Texas and Pacifie Bldg., Fort Worth, Tex 
nia The Engineer Center, Fort Belvoir, Va 
ngton Seattle District, Corps of Engineers, 4735 East 
Marginal Way, Seattle 4, Wash 
.* ¥ sin ..| Milwaukee District, Corps of Engineers, 428 Fed- 
° eral Bldg., Milwaukee 1, Wis 


SIGNAL CORPS 
Appointed by the Chief Signal Officer 


P. Jaquette, Sr 
Washington 25, D. C. 


Installation 


Los Angeles Regional Office, Signal Corps Supply 
Agency, 751 South Figueroa St., Los Angeles 17, 
Calif 

Sacramento Signal Depot, Sacramento 1, Calif 

Chicago Regional Office, Signal Corps Supply 
Agency, 615 West Van Buren 8t., Chicago 7, Ill. 

Decatur Signal Depot, Decatur, Ill 

Lexington Signal Depot, Lexington, Ky 

Baltimore Signal Depot, 2800 Broening Highway, 
Baltimore 22, Md. 


New Jersey Laboratory Procurement Office, Signal Corps 
Supply Agency, Watson Area, Fort Monmouth, 

J. 
w York New York Regional Office, Signal Corps Supply 


Agency, 70 East 10th St., New York 3, N. ¥ 
Signal Corps Supply Agency, 225 South 18th BSt., 
Philadelphia 3, Pa 
Alaska Communications System, 550 
Office Bldg., Seattle 4, Wash 


Pennsylvania 


Washington Federal 


Cats 
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, senior small-business specialist, Office of the Chief of Engineers, room 1104, Building T-7, 


Small business specialist 


Ferdinand Meinecki, Jr. 


Thomas E, Bennett 


Hester Morr 


John D. Sewell. 
Newton O. Holt. 
Bartol H. Hollis. 


Leland V. Anderson. 
Kenneth J. Hanemann. 

J. M, Geoghegan. 

Donald B. Leahy (acting). 
Bernadette V. Murphy. 
John T. Heberer. 
Francis W. Simonsen 
William E. Lawrence. 
Ernst H. Freytag. 


Francis J. Oates, Jr. 


Frank A. Boucher. 
A. B. Waltenspiel. 


Joseph J. Cooney 
Bill S. Webb. 


August J. Boerger. 


, senior small-business specialist, Office of the Chief Signal Officer, room 2E232, Penta- 


Small-business specialist 


Linn L. Collins. 


Harold Groff. 
Ernest R. Lovegren. 
Stuart E. LaMere. 
Glasson. 


Harry L. Stringfield. 


Benjamin N. Cittadino, 


William M. Gaynor. 
William F. Matteson, Jr. 


Kar] W. Gunther. 
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SURGEON GENERAL 


Appointed by The Surgeon General 





Main Navy Building, 18th and Constitution Avenue, Washington 25, D. C. 


State 


New York _.. 


Richard 


L 
Building 


Installation 


Small-business specialist 


Armed Services Medical Procurement 
84 Sands St., Brooklyn 1, N. Y. 


TRANSPORTATION CORPS 


Appointed by the Chief of Transportation 


Agency, | Lt. Col. Lyman J. Clark. 


Robert O. Whitmore, Senior Small-Business Specialist, Office of the Surgeon General, Room 1709, 


Pilcher, senior small-business specialist, Office of the Chief of Transportation, room 2090A 
T-7, Gravelly Point, Va 


State 


California 


Louisiana 


Maryland 


New York 


Pennsylvania 
South Carolina 


Virginia 


Washing 


Capt 


ton 


Installation 


Headquarters, San Francisco Port of Embarka- 


tion, Procurement Division, Fort Mason, Calif 
New Orleans 


Dauphine Sts., New Orleans 12, La 

Holabird Transportation Corps Depot, Mainte- 
nance Shop (Rail), Fort Holabird, Baltimore, 
Md 

New York Port of Embarkation, Supply and 
Facilities Division, Ist Ave. and Ssth S8t., 
Brooklyn 50, N. Y 


Transportation Materiel Command, Marietta, Pa. | 


Charleston Transportation Corps Depot, North 
Charleston, 8. C. 

Hampton Roads Port of Embarkation, 
ment Division, Norfolk 5, Va 

Seattle Port of Embarkation, Quartermaster and 
Consolidated Supply Division, 1519 South Alas- 
kan Way, Seattle 4, Wash 


Procure- 


CHEMICAL CoRPs 


ippointed by the Chief Chemical Officer 


Building T-7, Gravelly Point, Va. 


State 


California. - 


Georgia 


Illinois 


Maryland__. 


New York 


Texas 


David Schwartz, senior small-business specialist, Headquarters, First Army, G-4, Procurement Division, 


Installation 


San Francisco Chemical Procurement District, 
1515 Clay St., Oakland 12, Calif. 

Atlanta Chemical Procurement District, 44 Broad 
St., Atlanta 3, Ga. 

Rocky Mountain Arsenal, Chemical Procurement 
District, 226 West Jackson Blvd., Chicago 6, Ill. | 

Chemical Corps Research Procurement Agency, 
Army Chemical Center, Md. | 

New York Chemical Procurement Agency, 180 | 
Varick St., New York 13, N. Y. | 

Pine Bluff Arsenal, Chemical Procurement Dis- | 
trict, 1114 Commerce 8t., Dallas 2, Tex. | 


First ARMY 


Port of Embarkation, Poland and | 


Small-business specialist 


Gene Nolin. 
Gaines A. Ranager. 


Capt. Lyle G. Yountz. 
Capt. Seneca B. Buchard. 


Douglas M. Reinhart. 
Lt. Col. Frank W. Novak 
Maj. Lawrence H. Kryter. 


Jonathan H. Whiteleather. 


Julian G. Brunt, senior small-business specialist, Office of the Chief Chemical Officer, room 273¢ 


Small-business specialist 


Maj. W. T. Powell. 
Car] T. Stalion. 
Gilbert E. Ward. 
Jesse Carter. 

Capt. Gene §. Sarli. 


C. B. Stewart. 


Appointed by the Commanding General, First Army 


Governors Island, New York 4, N. Y. 


. 
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SECOND ARMY 
Appointed by the Commanding General, Second Army 


Jesse T. Nicholas, senior small-business specialist, Headquarters, Second Army, G-4, Procure- 
t Division, Fort George G. Meade, Md. 


State Installation Small Business Specialist 
Kentucky . Central Purchasing Branch, Fort Knox, Ky Capt. Nicholas F. Fahey. 
Marviand Purchasing and Contracting Branch, S-4, Fort | Frederick L. Heron. 


George G. Meade, 37 Commerce S8t., Balti- 
more, Md 


THIRD ARMY 
Appointed by the Commanding General, Third Army 


Mai. Walter D. Sowa, senior small-business specialist, Headquarters, Third Army, G-4, Procurement 
vision, Fort McPherson, Ga. 


FourTH ARMY 
Appointed by the Commanding General, Fourth Army 


Maj. George B. Rice, senior small-business specialist, Headquarters, Fourth Army, G-4, Procurement 
ivision, Fort Sam Houston, Tex. 
FirtH ARMY 


Appointed by the Commanding General, Fifth Army 
Richard H. Mariotte, senior small-business specialist, Headquarters, Fifth Army, G-4, Procurement Divi 
1660 East Hyde Park Boulevard, Chicago 15, Il 
SixtH ARMY 
Appointed by the Commanding General, Sirth Army 
nald K. Maloney, senior small-business specialist, Headquarters, Sixth Army, G-4, Procurement Divi 
Presidio of San Francisco, Calif 
MILITARY DIsTRICT OF WASHINGTON 
Appointed by the Commanding General, Military District of Washington 
H S. Throne, senior small-business specialist, Headquarters, Military District of Washington, Wash - 
ton 25, D. ¢ 
NATIONAL GUARD BUREAU 
Appointed by the Commanding General, National Guard Bureau 


Maj. Walter L. Roughsedge, Headquarters, National Guard Bureau, room 3D151, Pentagon, Washington 
25, D. ¢ 





STATEMENT BY JEAN P. JAQUETTE, Sr., SENIOR SMALL BUSINESS SPECIALIST, OFFICE 
OF THE CHIEF SIGNAL OFFICER, ON SIGNAL CORPS SMALL BUSINESS PROGRAM 


1. The Signal Corps program for assistance to small business was inaugurated 
in the last half of fiscal year 1950 by the appointment of small-business liaison 
officers. In June 1951, these small-business liaison officers were replaced by 
11 small-business specialists, appointed by the Chief Signal Officer, and located 
at: 

Office of the Chief Signal Officer, Washington, D. C. 

Signal Corps Supply Agency, Philadelphia, Pa. 

Laboratory office of SCSA, Fort Monmouth, N. J. 

Regional office, SCSA, New York, N. Y. 

Regional office, SCSA, Chicago, Il. 

Regional office, SCSA, Los Angeles, Calif. 

Alaska communication system, Seattle, Wash. 

Signal Corps branch depot, Baltimore, Md. 

Signal Corps branch depot, Decatur, Ill. 

Signal Corps branch depot, Lexington, Ky. 

Signal Corps branch depot, Sacramento, Calif. 
These 11 men are assigned the duties of promoting procurement from small firms. 

. Signal Corps procurement under prime contracts for fiscal year 1953 was 
effected by means of 50,424 actions involving contracts for $391,630,000. Of 
these actions, 35,503 (70.4 percent) involving $91,554,000 (23.4 percent) were 
awarded to small firms. Additional procurement, interdepartmental and inter- 

46619—54——__14 








200 MILITARY PROCUREMENT PROGRAM, 1954 


service, through other agencies is not involved in this discussion. During the 
first half of fiscal year 1954, Signal Corps completed 21,079 actions resulting ip 
prime contracts of a value of $30,117,000, of which 13,004 actions (61.7 percent) 
for $8,497,000 (28.2 percent) went to small business. The total of actions in 
first half of fiscal year 1954 slightly exceeds that of first half of the preceding 
year; i. e., 18,409 in half of fiscal year 1953, versus 21,079 in half of fiscal year 
1954. Total dollar volume is radically reduced from $110,202,500 in half of 
fiscal year 1953 to $30,117,000 in half of fiscal year 1954. However, the per. 
centage of the dollars awarded to small firms has risen from 23.2 percent in half 
of fiscal year 1953 to 28.2 percent in half of fiscal year 1954. Percentage of 
awards under advertised procurements increased from 6.7 percent of the total 
dollars in half of fiscal year 1953 to 17.2 percent in half of fiscal year 1954. It 
is to be noted that small business received 20.9 percent of the dollars awarded 
by advertising and 29.7 percent of the dollars awarded by negotiation in the first 
half of fiscal year 1954. 

3. In the Signal Corps, suitability of an item for procurement from smal] 
business depends primarily upon exacting standardization to assure inter- 
changeability from the standpoint of physical, mechanical, electrical, and elec- 
tronic insertion of the item into the communications system. Assurance of this 
interchangeability must be had prior to acceptance of the item and its distri- 
bution for use, since the failure of a single part to perform in equipment in the 
field could render a whole communications system inoperative or ineffective, 
Likewise, replacement components and parts, now a major share of Signal Corps 
current procurement, must be procured from technically competent sources, 
regardless of number of employees. The vital mission of trustworthy communi- 
cations cannot be prejudiced by possible technical incompetence of untested 
sources or delivery of inoperative or unusable material at the point of tactical 
use 

4. Signal Corps joint determinations.—All Signal Corps joint determinations 
are made at the principal procuring office, the Signal Corps Supply Agency, 
Vhiladelphia, Pa. Effective cooperation with the SBA has resulted in a joint 
determination in every case initiated by their representatives. 

5. In considering subcontracting it should be noted that Signal Corps con 
tractors for electronics equipment are members of an assembly industry. Conse 
quently, a high percentage of subcontracting exists. Basic producers of the 
multiplicity of electronic and electrical parts are well distributed among both 
large and small concerns, and all manufacturers depend on other producers for 
supply of items which they do not manufacture themselves. Signal Corps con- 
tracting officers emphasize subcontracting. 

6. Research and development contracts are placed with contractors on the 
basis of their technical ability, without respect to the size or the number of 
employees. 


STATEMENT BY R. L. PILCHER, SENIOR SMALL-BUSINESS SPECIALIST, TRANSPORTA- 
TION Corps, DEPARTMENT OF THE ARMY 


SMALL-BUSINESS SPECIALISTS AND THEIR LOCATIONS 


The Transportation Corps has 17 procurement offices within the continental 
limits of the United States. These offices are geographically located to facilitate 
procurement of the items and services for which the-corps is responsible. The 
type and volume of procurement performed by 9 of these offices warrants the 
service of qualified small-business specialists, 7 of whom are serving on a part- 
time basis. 

These specialists render assistance to small-business concerns by orienting 
them as to Government methods and procedures, interpreting specifications, eval- 
uating usability of facilities for producing pertinent items and providing infor- 
mation on and ample opportunity to compete for available business. 

In order to assist small-business firms to participate in our overall procure- 
ment program. TC also maintains sample displays and item exhibits at 3 loca- 
tions and files of specifications at 6 locations. 


SMALL-BUSINESS PARTICIPATION IN TC PROCUREMENT 
A fair share of Transportation Corps procurement during fiscal year 1953 


and the first half of fiscal year 1954 was awarded to small business. This may 
be better emphasized by table I. 











2 
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e dollar participation of small business also represents a large percentage 
e total actions, i. e., prime contracts placed by TC during the same period, 
vn by table IT. 
sampling of 19 contracts placed with large concerns indicates that approxi- 
tely 5.5 percent of the dollars placed with large business went to small firms 
rst-tier subcontracts. 
omparison of the types of items and services procured in the past with 
contemplated for the future indicates that the percentage of Transporta- 
Corps dollars to small business should increase even though we have fewer 
s to spend. 


PART WHICH SMALL BUSINESS PLAYS IN BOTH ADVERTISED AND NEGOTIATED 
PROCUREMENT 


\ study of Transportation Corps procurement reveals that small business has 
ved a fair share of contract awards, both as to dollars and actions, placed 
ach of the methods of formal advertising and negotiation. For example, 

fiscal year 1953, 60 percent of the dollars placed by formal advertising 

d 78.7 percent of the dollars placed by negotiations went to small business. 


a 


ITEMS SUITABLE FOR SMALL BUSINESS 


e majority of the items and services procured by the Transportation Corps 
e suitable to small business; however, there are factors which limit the vol 
e of work which can be placed with this segment of industry. For example: 
1) There is only 1 small concern in the carbuilding industry (Thrall Car) and 
y 1 small company in the locomotive building field (Davenport-Besler ) 
ese firms can handle only a certain volume of work in a given period, accord 
gly, the excess, if any, must be placed with large builders. (2) There is only 
1 small concern in the commercial airlines industry which can handle overseas 
issenger flights (Seaboard & Western). These firms are given ample oppor 
nity to compete for available business; however, they must of necessity meet 
prices quoted by the larger companies. (3) The geographic location of prospec 
e small contractors with respect to repair work to be accomplished does ma 
erially affect awards. 
Che following list is representative of the types of items and services procured. 


Suitable to 





Item small business 
Locomotives (over 90 tons) -.- ibndtcdldeidieed ne peer ae 
Locomotives (below 90 tons) i ia . “ , . — | 
Flat cars (over 100 tons) _-__~_- S  giesian . oe No. 
Flat cars (below 100 tons) _- oe aie a en. 
Box cars, gondola cars, and hopper cars____- 3 setetleeilicss cabin as unmucetesaae ales 
Tank cars ieldtnd: dprler ht ataiadpmanahiiavadaasia mesnntllatbaincd e Sata aan a No. 
MAIRTORREOO GOI eben er en ceenwen screams ‘A ae 
Railway cranes Le clade Jie “ ene Saco oa nite 
Aerial tramways isn tihddslee datsinteinn <oeicatile hua catenin ‘ inetd ; Yes. 
Amphibious vehicles_- a inti iia gia el aia alea eas ion ae 
Wood fabricated items................. : Seales -- on 
Light-metal fabricated items__._.___-_-__- sliarcvnah-cauisncihsiemasietacniieihdaiieiaieas |. Tat 
OO. I ath Riddle a iicichelraiennpeire tian tans a eames a 
Preservative materials___..._.._... ~~. tite hates onleanamaaind a aah al No. 
Stevedoring contracts ____-- 1s ssinanetaa adie aie ie eaahalenaaies a ict ee 
Air flights (charter) ‘ . 0 ee oes “an . Yes. 
Ship and railroad car repair contracts_- . aren . ati 
Standard hardware___- £ tinniadincligiets slik kleine habasntinaiiaiia ; nicl. 


JOINT DETERMINATIONS 


The Transportation Corps has entered into only one joint determination. 
This one, for an estimated $30,000, was withdrawn due to inability to obtain 
competitive pricing from small firms. 

It may be well to state here that the Small Business Administration has not 
assigned representatives to Transportation Corps procurement offices. The 
Small Defense Plants Administration (predecessor to Small Business Adminis- 
tration) assigned a part-time representative to one procurement office for a short 
period during fiscal year 1953. 


His. 
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Table I 


Suitable | Awarded "nares aan - 
lol é - able 
Total dollars for small to smnall small busi- to emall 
oe ness business 
Fiscal year 1953 $83, 178,000 | $75,077,000 | $65, 096, 000 78.3 867 
Half of fiscal year 1954 43, 362, 000 36, 311, 000 31, 945, 000 73.7 RS 


Table Il 


Jerce ‘ 
Actions to Percent of 


, total to 
. ) : all ° 
Total actions | smal! busi small busi 
ness nt 
ness 
Fiscal year 1953 49, 894 40, 213 80. 
Half of fiscal year 1954 25, 217 21,177 83. 9 


STATEMENT OF CaPr. JULIAN G. BruNt, SENIOR SMALL BUSINESS SPECIALIST, 
CHEMICAL CORPS 


CHEMICAL CORPS SMALL-BUSINESS SPECIALISTS AND PROCUREMENT OFFICERS 


Chemical Corps procurement has been decentralized to six procurement offices 
located in Atlanta, Ga.; Chicago, Ill.; Dallas, Tex.; New York City, N. Y.; Oak- 
land, Calif.; and Army Chemical Center, Maryland. 

A small-business specialist has been assigned to each of the procurement 
offices named above, either on a full- or part-time basis, depending on the type 
of items procurred. The Chemical Corps also maintains, at these six principa 
purchasing offices, sample displays of items under current procurement, in order 
to encourage maximum small-business participation in the procurement program 


SMALL-BUSINESS PARTICIPATION IN CHEMICAL CORPS PROCUREMENT FIRST 6 MONTHS 
OF FISCAL YEAR 1954 


During the first 6 months of fiscal year 1954, the Chemical Corps awarded con- 
tracts totaling $20,568,000. Small business received $7,994,000 of this amount, 
or 39 percent of the fotal. The overall awards to small business were 79 percent 
of the contracts and 39 percent of the dollar value. The main reason why small 
business did not receive a larger portion of this procurement is that during 
this period several items with a high dollar value per contract, not suitable for 
small business, were purchased, such as STB, rehabilitation of an existing plant, 
and Dichlor. 

Of the $22,025,000 awarded to all sources during the first half of fiscal year 
1954, over $8 million was by formal advertising. Of this amount, small business 
received $5,126,000, or 62 percent. $12,346,000 was awarded by negotiation. Of 
this amount, small business received $2,868,000, or 23 percent. 

Your attention is called to the table below, which is a breakdown, by months, 
for the first half of fiscal year 1954: 





Total pro- Suitable | Awarded Percent Percent Percent of 

onesiamee to small to smal] of total of total suitable 

Month tim thane business | business | suitable to| awarded | awarded 

aan (in thou- (in thou- small to small to small 

: sands) sands) business business business 
July 1, 520 1, 052 796 69.2 46.7 75.7 
August 6, 084 1, 892 1, 251 31.1 20.5 (6. 1 
September ‘ 3, 379 2, 649 1, 465 78.4 43.4 55.3 
October . . 1, 681 1, 210 756 72.0 44.9 62.4 
November 3, 700 3, 097 2, 423 83.7 65.5 | 78. 2 
December 5, 853 4,119 1, 507 72.3 26.5 | 36.6 
Total pant 22, 217 14, 019 8, 198 67.2 39 | 62.3 
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teen million dollars of the total procurement was suitable for small 
s. Of this amount, $8.7 million, or 62 percent, was awarded to small 


ntly, the Chemical Corps has been reassigned procurement responsibility 
ny new items. As the items are transferred to the Chemical Corps, small- 
concerns Will have a better opportunity to participate in Government 
ent, as most of these items are suitable to small concerns. An example 
mercial chemicals. 
Chemical Corps will continue to support the small-business program by en- 
ng and assisting small-business concerns to participate in Army procure- 


Marcu 31, 1954. 


STATEMENT OF D. A. DUNN, SENIOR SMALL-BUSINESS SPECIALIST 
Corps oF ENGINEERS OFFICE, CHIEF OF ENGINEERS 


ting officers of the Corps of Engineers, through experience gained in 

sing both peacetime and mobilization requirements, fully recognize the 
y of maintaining and strengthening the small-business program. 

curement missions of the Corps of Engineers are found in three areas of 

nsibility: Military supply, military construction, and civil works. To a 

the committee with the scope of Corps of Engineers procurement, a brief 

ption of each will be given 
litary supply procurement.—This covers all equipment and material re- 
ed for troop use and for overseas theaters; it is considered to be the prin- 
area for furthering the small-business program. Normally, consolidated 
hases are made from a central purchasing office and it is in this area that 
usiness can most readily secure prime contracts. 
litary construction procurement.—This consists of two types: New con- 
ction projects, and repairs and utilities activities at existing installations. 
rement responsibilities for new construction is decentralized to district 
s, each responsible for a stated geographic area. However, large scale pro- 
rement actions covering equipment and special items may be, and generally 
handled through our central procurement office to secure wider competition 
| experienced handling. Because of the nature and scope of new construction, 
small business concern normally participates as a subcontractor. Bach 
racting officer assists in securing subcontractors by maintaining lists of re- 
red subcontract work and by furnishing lists of current prime contracts to 
ill business. Purchases relating to repairs and utilities functions are made 
y by each installation, except as the value of such procurement may warrant 
eing handled through a central procurement office. Local small business con- 
rns obtain the majority of purchases made locally as well as a high percentage 
those made through central procurement. 
lL works procurement.—This consists of construction equipment and sup- 
S necessary to accomplish major construction projects and maintenance 
ereon. Each district or division office having a requirement for an item pur- 
ses it Small-business concerns are given every opportunity to participate 
civil-works procurement in the same manner as for military supply and 
tary construction purchases. 

‘l'wenty-two small-business spécialists have been appointed by the Chief of 
Hngineers in 22 offices where purchasing is done to implement and carry out 
he policy of the Army small-business program. These specialists are assigned 
na full- or part-time basis, depending on the size of the procurement workload 

id local interest. Each is fully qualified to give necessary help to small-busi- 
ess men, including technical assistance. At any installation where the volume 

procurement does not justify the appointment of a small-business specialist, 

e contracting officer, as a qualified representative, renders aid as required. 
Sample displays are maintained by 17 offices of the Corps of Engineers to fur- 
ther assist small business. 
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As an example of the effectiveness of the Corps of Engineers current smal] 


business program, your attention is invited to the following tables covering 
procurement from Ju 1, 1953 through December 31, 1953: 


TABLE I.—Obligated procurement—Prime contracts total actions with percentag: 
to small business July 1, 19538—Dec. 31, 1953 


(1) Total actions 7 mai -editiictélialiedninn > ee 
(2) Actions to Small business a ebitvhiin tied satnstitetnn Meee 
(3) Percentage to small business ‘i sbtalen ‘ beniginn eehieeaie 77.4 


Tas_E IIl.—ObDligated procurement—Prime contracts dollars suitable and awarded 
to small business with percentages July 1, 19538—Dec. 31, 1953 


Total procurement ee ee $249, 066, 000 


(2) Suitable to small business : deal _....__. $194, 750, 000 


(3) Awarded to small business antes JJ13ab.2k bE. Gi eee 
(4) Percentage of total suitable small business_____- cian atcha 78. 2 
(5) Percentage of total awarded small business___ a : 62, 2 


(6) Percentage of suitable awarded small business 79. 6 
Of the total dollars suitable for small business 79.6 percent was actually awarded 
to small business. It should also be noted that the above pertains only to prime 
contracts; small business will normally secure also a sizable portion of prime 
contract dollars through the medium of subcontracts. 

Most of the small-business specialists in the Corps of Engineers are actively 
engaged as members of Regional Small Business Committees composed of 
representatives from the military departments. These committees operate on 
an informal basis and study local interservice problems relating to small 
business. 

The Corps of Engineers participate actively with all other agencies of the 
Government in the small-business program. At the present time, representa- 
tives of the Small Business Administration are assigned to the three central 
procurement offices located in Chicago, Philadelphia, and New York. 

The Corps of Engineers will continue to support to the utmost congressional 
policy relating to the participation of small business in military procurement. 





STATEMENT OF DrForEST ANTHONY, SENIOR SMALL-BUSINESS SPECIALIST, OFFICE 
OF QUARTERMASTER GENERAL, DEPARTMENT OF THE ARMY, ON QMC SMALI- 
SUSINESS ACTIVITIES 


During fiscal year 1954 the QMC has continued its efforts to assure small 
business its fair share of procurements which are suitable to its productive 
capabilities. To this end, it has maintained 28 small-business specialists sit 
uated in 15 States and the District of Columbia. These specialists are located 
at 28 separate purchasing locations throughout the continental United States. 
Each specialist is a focal point for small-business men who wish to obtain infor- 
mation, assistance, and helpful suggestions in dealing with quartermaster items 
of procurement. In addition, the same close and cordial relations with the 
Small Business Administration have been maintained as had been developed 
with its predecessor, the Small Defense Plants Administration. Since the appli- 
eation of a joint determination is a major consideration in the planning, sched- 
uling, and directing of any procurement of $25,000 and over, the OQMG has 
found it expedient to entertain and act upon SBA’s requests for such determina- 
tions prior to the issuance of the procurement directive to the field purchasing 
office. 

In implementation of the Army’s small business program the Quartermaster 
Corps issued instructions to all procurement and purchasing offices, setting out 
specifically how procurement shall be made under different types of joint deter- 
minations which apply to procurements of $25,000 or more. To broaden the 
small-business program still further, OQMG, in implementing Army Procure 
ment Circular No. 23, required that small-business determinations be considered 
for all suitable procurements with an estimated value ‘over $10,000. These, 
too, are processed at OQMG, but independently of SBA participation. This 
kind of a determination is made by the Chief of the Production Services Branch, 
OQMG, based on past procurement history, together with the recommendations 
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small-business specialist Its application to a proposed procurement and 
on it, is the same as a joint determination and it is made with the same 
consideration 


PRO REMENT ACTIONS 


owing is a breakdown of the QMC procurements during the first half 
vear 1954 and awards made to small business during this period 


maaste Corps procurements Suitability for small business for the pt iod 
July I-—Dec, 31, 19538 








we Suitable Awarded Percent Percent Percent 
ih to small to ill of total tota t 
in thou in thou mall to ll nall 

Sands sands business Dusiness busine 
$e 308 $37. 645 89.4 7.¢ 64. 5 
SS. 9S0 0. Y25 &3, 1 7.4 69.4 
OY. 784 3, 488 Uvle 5S 
R32 ARs 46 gy? 5 61 66. 4 
87, 887 45, 807 94, 2 52.1 3 
101, 743 59, 150 U3. 2 l 62.3 
501, 507 478, 226 IRD, 228 SY 7 62.7 
82, 174 0, 164 
419, 333 239. 064 


\ great majority of items processed by the QMC are commercial Or near com- 


mercial in nature and their susceptibility to procurement from small business is 
gl It will be noted from the chart that small business received over 57 per- 
cent of the total dollar awards made by the QMC during the period. 


JOINT DETERMINATIONS 


In determining whether a specific procurement is to be subjected to a joint 


determination the Small Business Administration and QMC screen the proposed 
procurement in the light of past procurement data and any current factors which 
might warrant the application of a joint determination. 

{n appraisal is submitted of the results of the program of joint determina- 
tions with SBA. These results are expressed in the table below: 


Number of cases 
screened by tior : 

: sctions on 

SBA and for | | which SBA 


requested a 


joint deter- 


Number of 

procurement 
Months, 1953 ON SBA fae | Which SBA did 

joint deter- 


Number of 


Number of 
J/D’s granted 
not submit a re by OQMG 


quest for a joint 





mination letermination iination 
5S 36 22 22 
45 35 10 10 
ber 46 28 18 18 
er 35 31 24 14 
ember R5 36 4 35 
em ber 79 27 52 24 
Tota 368 193 1 123 


In order to conduct the test in a manner approximating as close as possible 
Assistant Secretary of the Army authorized the QMC to procure nonperishable 
subsistence by negotiation rather than by formal advertising to determine the 
method of procurement best suited to this commodity. The results of the first 
120 days of this negotiated procurement test were recently submitted to the As- 
sistant Secretary of the Army for his review. 

In order to conduct the test in a manner approximating as close as possible 
normal commercial practice, OQMG felt it necessary to forego the application of 
joint determinations on all purchases of nonperishable subsistence items in- 
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cluded under the test. All requests for joint determinations on nonperishable 
subsistence items were, therefore, denied, and the SPA interposed no objection, 
These denials totaled 10 in October, 8 in November, and 20 in December. Since 
the test results have been submitted, the joint determination procedure for 
these items has been reinstituted. 


FIELD OPERATIONS 


It is important to mention also the work of the Quartermaster Corps small- 
business specialists at its principal purchasing offices, particularly at the New 
York Quartermaster Purchasing Agency. During this period approximately 
135 separate and individual callers have sought assistance, advice, and coun- 
sel; some, in fact, have called several times. In addition, many telephone calls 
and letters were processed. The types of inquiries fall into general patterns as 
follows: How to get QM acceptance of a new item; who will purchase an item 
found to be not applicable to QMC procurement; are there any changes in spe 
fications or drawings that the caller has no knowledge of, and if so, where does 
he get the changes; how does a proposed supplier get on a bidder's list; if on 
the bidders’ list, will invitations for bids or requests for proposals be sent to 
him automatically; and finally, how does a prospective supplier find out what 
items of current procurement he may be capable of making’? This is the sort of 
of thing being done by QM small-business specialists throughout the United 
States, particularly at NYQMPA, Chicago QM Depot, Headquarters Market 
Center System, Columbus General Depot, where the purchasing volume is heavy 
iest, and it necessitates knowledge, continuity of service, and wide contacts on 
the part of the small-business specialists. 

Another service to small-business men, although not quite so evident and di- 
rect, is that rendered by the Small Business Specialists Council for the Greater 
New York Area. Through the initiative of the QMC small-business specialist, 
NYQMPA, coupled with the wholehearted cooperation of every small-business 
specialist from each of the technical services in that area, there was formed a 
joint small-business council consisting of representatives of Federal, State, 
and local agencies in the area who have a mutual interest in assisting small- 

siness concerns. The council has been organized to 

(a) Determine what action should Be taken to overcome problems con- 
fronting small-business concerns; 

(b) Promote interservice cooperation and establish understanding of pro- 
curement practices and activities of Government procurement agencies; and 

(ec) Discuss other problems affecting small business as a source of mili- 
tary supply. 

In conclusion, it may be stated that small business will continue to play a 
large and important part in QMC procurements and will be given all the help and 
guidance necessary to assure it a fair opportunity to participate in the procure- 
ment of every item considered suitable for its capabilities. 


} 





STATEMENT OF GEORGE L. NoBLE, JR., SENIOR SMALL-BUSINESS SPECIALIST, OFFICE, 


CHIEF OF ORDNANCE, DEPARTMENT OF THE ARMY, ON ORDNANCE Corps SMALL 
BUSINESS PROGRAM 


For a number of years the Ordnance Corps has taken positive action to maintain 
and strengthen small-business procurement. Immediate utility has been the 
reason for this as well as broad economic considerations. Dollar savings to the 
Government as well as developing know-how for any future contingency have been 
factors in the relations of the Ordnance Corps with small business. 


ORGANIZATION AND FUNCTIONS 


In each of the 14 ordnance districts and 19 other central Ordnance procurement 
installations throughout the country, there are small business representatives 
whose primary responsibility is to assure that the facilities of such concerns are 
attracted to and receive a substantial share of military procurement. The small- 
business representatives participate directly or indirectly in every advertised or 
negotiated contract. In the Office of the Chief of Ordnance itself, a small- 
business section is actively engaged in facilitating the utilization of small-business 
concerns, 


sates 5 ate 


‘bt tank 





MILITARY PROCUREMENT PROGRAM, 1954 207 


functions of the Ordnance Corps in relation to small-business procurement 

e the following: 

Screening all proposed procurements to determine whether they are sus- 

e of small-business participation. 

Earmarking certain procurements to be placed with small business only. 

Initiating joint actions with the Small Business Administration to insure 
isiness participation in particular procurements. 

Retaining records of small-business facilities available within respective 
and maintaining continuous contact with small business in the interest 


participation. 
Dissemination of information to small business as to types of items 
procured by the Ordnance Corps and as to impending Ordnance Corps 


ents 
PRIME CONTRACTING AND SUBCONTRACTING 


ugh a substantial share of Army procurement is accomplished by the 
ce Corps, much of the procured materiel involves large items such as 
nd trucks. As a result, the percentage of Ordnance prime contracts 
ble for award to small business during the last 6 months of 1953 was 
iximately 19 percent. Actually, however, over one-half of the funds obli- 
| to sources apart from small concerns filtered down to the small-business 
through subcontracting. In this regard the Ordnance Corps has always 
ea concerted effort to encourage small-business subcontracting by furnishing 
and publicizing procurement actions in order to give the little fellow a lead 
where and with whom subcontracting was available. Ordnance Corps 
business representatives have been instrumental in getting large firms 
rmulate clear-cut policies with regard to the encouragement of subcontract- 
' ith small business. 


| ith regard to prime contracting, approximately 70 percent of Ordnance prime 
s suitable for award to small business was so placed. Although special 
j sideration is given to smal! business in contract awards, such organizations at 


es cannot meet the low bid of a larger firm. Where possible and practicable, 
e procurements are split so as to enable portions to be bid on by small busi- 

ses which otherwise could not qualify to larger quantities. 

The following figures prepared by the Department of the Army relate to the 
urement of suitability of small business of Ordnance Corps purchases for 
period of July 1 to December 31, 1953. 


Service ordnance 


Total procurement_- ‘ aS ii as ak en CR thousands__ 543, 395 
Suitable to small business do 104, 437 
(warded to small business do 72, 309 
Percentage of total suitable to small business 19. 2 
Percentage of tetal awarded to small business : 13.3 
Percentage of suitable awarded to small business 9.2 


A PROGRAM OF COOPERATION 


It may be stated that the Ordnance Corps has maintained a program of co- 
peration with small business in various ways not already mentioned. 

Since the inception of the Small Defense Plants Administration, and later, 
ie Small Business Administration, the Ordnance Corps has entered 94 joint 
eterminations with those agencies whereby procurement was set aside for 
small business, The awards totaled $28,400,855. This figure is apart from the 
set asides unilaterally determined by the Ordnance Corps. 

rhe full-fledged partnership of small business in the Ordnance industry team 
s also evident in Ordnance Integration Committee activity. These committees 
are accorded exemptions from the antitrust laws, within limits, which enable 
the members to exchange know-how, manufacturing methods, and other vital 
nformation which helps the small-business member to come into production at 
less cost and in faster time. 

Finally, it should also be noted that the Ordnance Corps has continued to 
assist the small-business man in the specific fields of engineering, inspection, 
financing, specifications and drawings, as well as in the general approach to the 
obtaining of military contracts. 
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JOINT STATEMENT BY Capr, RosErt ©. WHITMORE, SENIOR SMALL-Bus! 


‘ESS 

SPECIALIST, OFFICE OF THE SURGEON GENERAL, WASHINGTON, D, C., anp Lt. Cor 

LYMAN J. CLARK, SMALL-BUSINESS SPECIALIST, ARMED SERVICES MEpicar. 

PROCUREMENT AGENCY, BROOKLYN, N. Y. 

Mr. Chairman and members of the committee, the Armed Services Medi 
Procurement Agency, which we will henceforth refer to as the Agency, has as 
its primary mission the procurement of medical and dental supplies and equi 
ment for the Army, Navy, and Air Force. Under an agreement with the Federa 
Civil Defense Administration and in accordance with directives issued by the 
military services under the Mutual Security Program, the Agency has the ada 


tional function of purchasing appropriate medical material for those activities 
This centralized procurement of medical materials is particularly advantageous 


to small business. It enables small-business firms in the medical supply industry 
to deal with the Government through a single office, and often through one indi 
vidual, rather than through 8 or 4 procuring agencies. It has the further rea 


advantage of enabling the small-business manufacturer to produce supplies for 
all three military services, the Federal Civil Defense Administration, and the 
Mutual Security Program, under a single standard specification. These advan 
tages are of particular importance to the small-business man who has neither 
the staff, nor the time, to devote to the complexities involved in dealing with 
many governmental offices and in producing substantially the same item under 
different specifications. 

Apart from those advantages, the small-business man finds at the Agency a 
sincere and deep interest in the small-business program, because of the vital 
importance of that segment of industry as the major source of medical material. 
This interest is not the result of any public law, or any particular regulation 
rather it is the result of considered self-interest on the part of the Agency. The 
reason is that small business has always been indispensable to the successful 
accomplishment of the military and civilian missions of the Agency. Thus, 
91.1 percent of the facilities currently producing medical material for the Agency 
are small business, and 81.3 percent of the firms with which we have planned 
production in the event of mobilization are small business. 

Historically, the Ageney has established an excellent record insofar as small 
business is concerned. We mention, with what we trust is a pardonable pride, 
that during World War II we were highly commended by the Small War 
Plants Administration and the War Department for our record of accom- 
plishment in placing every possible procurement dollar with small business. 
During the period July 1 to December 31, 1944, 59.3 percent of the procure- 
ment dollars for medical material were placed with small business through 
prime and first-tier subcontracts. The personnel, including the present Chief 
of Agency, are to a great degree the key personnel in our present operation, 
and we want to assure you that our interest in small business remains the 
same. 

Now let us look at the facts which substantiate the Agency’s constructive 
attitude toward small business. Chart (b) represents the number of procure- 
ment actions at the Agency during fiscal year 1953. Of the 5,551 actions taken 
we considered that 4,849, or 87.1 percent, were suitable for award to small 
business. There were actually awarded to small business 3,866 actions, or 
79.3 percent of the actions suitable to small business. On chart (a) you will 
note the representation of dollar volume of procurement at the Agency in 
fiscal year 1953. You can see that in this period $90 million in contracts 
were awarded by the Agency. Of that total $50.4 million, or 638.7 percent, 
were considered to be suitable for small business. You will note that $33.7 
million, or 70.6 percent of the amount suitable for small business, was actually 
awarded to small business. This amounted to 37.4 cents out of each dollar 
spent. In connection with this figure we call your attention to the fact that 
a study made by a former small-business specialist at the Agency revealed 
that out of each procurement dollar spent by the Agency, 17.4 cents was spent 
indirectly with small business by means of first-tier subcontracts with large- 
business contractors. Therefore, during fiscal year 1953 approximately 54.8 
percent of our procurement dollars actually found their way into the coffers of 
small businesses. 

Referring again to that portion of chart (a), representing the Agency’s opera- 
tion during fiscal year 1954 through February, we find a continuation of the 
same trend. You can see that of the 905 actions awarded, a total of 649, or 
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CHART A 







| PERCENT OF ASMPA DOLLARS AWARDED TO SMALL BUSINESS } 
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CHART B 
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71.7 percent, were considered suitable for procurement from small business, 
and 90.2 percent of those actions were actually awarded to small business. 
Referring now to chart (b) we find that of the $22.6 million spent during that 
same period, $7.7 million, or 34.2 percent of the total, was suitable for award to 
small business, and of that figure $3.9 million was awarded to small business. 


atti. 
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The amount actually awarded to small business was 17.2 percent of the tot 
dollar value and 50.2 percent of the dollars suitable for award to small business 

A question arises from a study of the dollar figures in fiscal year 1954, why the 
decrease in the amount of money going to small business. Our figures indicat: 

it in fiscal year 1953, 37.2 percent of the total dollars were actually awarded 

ectly to small business while through February of fiscal year 1954 only 17.2 

reent of the dollars spent were awarded to small business. The princip: 
‘eason for this drop is found in the money obligated under the Agency’s blo 
program, where more than $12 million has been spent in fiscal year 1954. Becausi 
of reasons we will discuss in detail later, only a small part of this amount car 
go to small business. When that portion of this one segment of our business 
not suitable for small business, is deducted from the total dollar volume of pro 
curement we find that 34 percent of the remainder was awarded directly t 
small business. Furthermore, we have found that with the recent changes ir 
our economy, competition has increased among both small and large businesses 
Since the basic rule of Goverment procurement, as required by the Armed Services 
Procurement Act of 1947, is to award contracts to the lowest responsible bidder 
you will readily recognize that, because large business have often been able t 
offer lower prices during the current readjustment, we have been forced to award 
more contracts to large business Finally, we have noted that many of those 

s dealing with us have passed from the category of small business to that « 
e business, either by absorption into larger firms, by merger with other small 
Ss, or by an increase in the number of employees. 

We have been referring repeatedly to the term “suitable to procurement fron 
small business.” Rather than giving you an abstract discussion of the term, ws 
would prefer to discuss concrete examples of the rule in operation. 

We might first consider those items in the drugs and biological field, which 
are proprietary, sole-source items. Those items can only be procured from large 
business sources because of trade secrets, patents, ete. Large business is able to 
develop and produce these items because of their more extensive research facili 
ties and more complete controls of their production lines. Examples of such 
items are aureomycin hydrochloride capsules, chloramphenicol capsules, and 
terramycin hydrochloride tablets. 

Second, there are some items which have been developed by large busines: 
and which require production facilities, knowledge, and experience which at 
present prevent small-business firms from participating. At the Agency we have 
had this experience with cortisone acetate ophthalmic ointment, cortisone acetate 
tablets, and cortisone, acetate, injection. 

Third, there are some items which are simply not made by any small-business 
houses. An example of this type of item is streptomycin, dry powder. 

Fourth, there are those items in fields other than drugs and biologicals which 
are by nature not susceptible to procurement from small business. One reason 
may be the cost, and the risk, involved in buying the special-purpose machinery 
required for their production. An example of this is the surgical sponge procured 
by the Agency. 

(Another example is our extensive program in the vital field of supplying blood, 
blood derivatives, and blood substitutes to the Armed Forces. In fiscal year 
1953, $19,592,682.36 were obligated in connection with that program, and through 
February of this fiscal year an additional $12,426,372.09 was obligated. This 
program has been concerned with the processing of human blood into plasma, 
serum albumin and the various blood fractions such as gamma globulin which 
has assumed such an important status in connection with the prevention of the 
crippling effects of infantile paralysis. This program has, by necessity, been 
effectuated, mainly through large businesses because only these firms had the 
technical competence, the physical plants, and the strict controls as to quality 
necessary for the exacting work involved. There is but one small business 
eapable of doing this work, and this facility has been utilized to its maximum 
capacity. 

We would also like to discuss briefly the services rendered to small business 
by the Agency. Through the small-business specialist, small-business firms are 
able to obtain information as to all phases of our operation and are given every 
opportunity to meet the standards required for inclusion on our bidders’ mailing 
list. Frequently, the agency’s technical staff is called upon to aid prospective 
bidders by assisting them in selecting those items which, in light of their manu- 
facturing facilities and technical competence, the prospective bidder would be 





MILITARY PROCUREMENT PROGRAM, 1954 21] 


able to produce. That same staff is available to assist the contractor in 
plaining the requirements of specifications, thereby eliminating costly errors 
the part of the contractor. The agency’s Contractor Assistance Branch fur- 
shes aid to small-business contractors by locating raw material sources and 
chinery which the contractor cannot obtain himself. 
hat is the present and past status of the agency’s small-business program. 
Armed Services Medical Procurement Agency is not only complying with 
ter and the spirit of the laws and directives concerned with small business; 
t it will continue to do so, The everyday operations of the agency are founded 
the premise that a vigorous small business industry is essential to our 


stence, 

Senator Frerauson. We will recess now until Friday morning. 
Whereupon, at 12 noon a recess was taken until Friday, April 2, 

4.) 
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FRIDAY, APRIL 2, 1954 


SUBCOMMITTEE ON MILIrary PROCUREMENT OF THE 
SELECT COMMITTEE ON SMALL BustINess, 
Washington, D.C. 
Phe subcommittee met, pursuant to call, at 11:15 a. m., in room 
p38, United States Capitol Building, Senator Russell B. Long 
presiding). 
Present: Senators Long and Hendrickson. 
Also present: Robert A. Forsythe, chief counsel, Philip Jehle, 
sistant counsel, and William D. Amis, professional staff member, 
of the committee. 
Senator Lone. I had expected Senator Gillette to conduct this hear- 
g¢ this morning. He has been delayed. Therefore, I will preside 
over It. 
The first witness I wish to call is Mr. Max Golden, to discuss this 
orning the progress that is being made in behalf of enabling small 
isiness to participate in military procurement. 


You have a prepared statement, Mr. Golden ¢ 
Mr. GoLpeN. Yes, sir. 


STATEMENT OF MAX GOLDEN, DEPUTY FOR PROCUREMENT AND 
PRODUCTION, OFFICE OF THE SECRETARY OF THE AIR FORCE 


Mr. Goupen. First, I would like to say that Assistant Secretary 
Roger Lewis would have been here except that he is in the Far East 
and won't be back for about a week. I am pinch-hitting for him. 

We welcome the opportunity to appear before this committee to 
bring you up to date on the manner in which we are doing our part in 
carrying out the congressional desire that a fair share of Government 
contracts be awarded to small-business concerns. As we have testi- 
fied before, we believe that desire coincides with our self-interest as 
a procuring agency. The Air Force does not consider its small- 
business program as a hurdle which it must overcome in accomplish- 
ing its mission. On the contrary, we know that we must have the 
active participation of thousands of competent small-business con- 
cerns as contractors, subcontractors and suppliers in order to attain 
our defense production objectives. 

Mr. Kennard Weddell, who supervises the small-business program 
of the Air Force, will shortly present by charts the current program, 
the organizational changes recently made, and the latest statistical 
results. He will also discuss some of the daily operational problems 
which must be, and are, resolved as they arise. 
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Instead of generalizing about the Air Force small-business program 


today. I should like to t —_ a somewhat different approach by, first, 


referring to a few of specific problems which confront us in the 
small-business field; second, touching upon areas of our activities 


whose Impact upon small business may not be generally appreciated ; 
and, third, bringing you up to date concerning certain of our activities 
discussed in the committee’s fourth annual report. 

As you know, the Ai ‘Force hi asa somewh: if di ffe ‘rent problem from 
that faced by other military departments or, for that matter, by civi 
lan agel cles of the (,overnment. The Air Force does not buy a 
or clothing or the general line of commercial items which are chara 
teristically made by small business. Our requirements for such items 
are purchased for us by the Army and Navy or from schedules estab- 

hed by the General Services Administration. Our field is the 


highly specialized one of procurement of aeronautical equipment and 


related items, all of which are rapidly becoming more complex. The 
type of equipment on a B-29 in World War II required a crew of 11 

0 operate successfully. Today the B-47 carries a crew of three, 
a is larger, faster, and has far more dedtrustiive capabilities. We 


would not - ave it otherwise, but we all must face up to the fact that 
the intricate electronic-control systems which make this possible have 
replaced many items of equipment formerly made by small concerns 
ind have thus reduced the potential for small-business participatior 
nh our procurement program as prime contractors, 

In recognition of these hard but inescapable facts, our small-busi 
ness program has placed its greatest emphasis on securing the effec 
tive cooperation of our large prime contractors in utilizing small- 
business concerns to the maximum extent possible as subcontractors 
and suppliers. You will be interested to know that since Korea our 
major contractors have placed almost four times as much business with 
small subcontractors and suppliers as we placed with small-business 
concerns directly as primes. We intend to continue to concentrate 
our efforts in the subcontracting area, 

In addition to the thousands of small-business concerns working as 
subcontractors and suppliers to our large prime contractors, there are 
today over 2,000 small, independently owned concerns working on 
prime contracts received from the Air Force, with an average contract 
value of $450,000. 

This is a healthy situation, and one which we wish would continue. 
Realistically, however, we doubt that it can. Today, we are at our 
peak; over the next 2 years our volume will decline and level off at 
about half the present monthly rate. This will affect all of our 
uppliers, regardless of size. We intend to see to it that small busi- 
ness gets its share, but we must make it clear that it will be a share 
in something approximating half its present volume. 

At the present time, we are carefully reviewing all programs for 
the producti on of aircraft and related equipment on an item-by-item 
basis to make certain that, as current production declines, the organi- 
zations Which will comprise the Air Force production and production 
reserve structure are those which will best enable us to respond to a 
future emergency. Wherever economically feasible, we will retain 
from the existing peak production structure a source pattern of greater 
capability than is actually required for current production purposes. 
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st Decisions in this regard will depend on our ability to provide the 
at number of multiple sources we desire with economical sustaining 
y { ites of product ion. 
m l'o be consistent with our objective of a quality Air Force, we must 
~ vor retention of contractors having special design and development 
a .pabilities in the field of complex technical equipment. Special con- 
sideration will be given to the retention of multiple sources on a one- 
- ft basis to the extent economically practicable. We must consider 
ae the availability of manpower reserves and means for rapid expansibil- 
food F% ity, as well as such factors as geographical dispersal. 
sn ‘All of this applies to large and small organizations, though to 
“is lifferent degrees. We are confident that small business will make its 
cab. | mportant contribution to our production reserve structure. We will 
u ertainly see to it that small business is given every opportunity to 
as participate. Our small-business specialists have been instructed to 
ie [| > bring home to smail-business concerns a clear appreciation of the fact 
FI that their best opportunities will lie in the subcontracting field. 
oe, [ should like to comment briefly on certain Air Force activities and 
We programs which are not normally considered an integral part of our 
hat mall-business program as such, but which have a significant impact on 
are small business. 
ome The vastly greater complexity of the new aircraft and related equip- 
~ ient being brought into our inventory has placed an unprecedented 
burden on our depot maintenance activities. To meet this burden, 
IS we have found it necessary and desirable to make greater use of com- 
xe ercial maintenance and overhaul facilities. 'The percentage of depot 
ul type maintenance and modification accomplished by contract has been 
Ors 


steadily rising. In fiscal year 1952, 21 percent of our maintenance 
ur dollars were expended through contract; in 1953 it was 33 percent; 
Ul 954 calls for 41 percent; and in 1955 over one-half our maintenance 
dollars will be spent through contracts with industry. In fiscal year 


ale 1955 we expect to accomplish contract maintenance and modification 

of aircraft and related items in an amount in excess of one-half billion 
as dollars. Our policy of contract maintenance and overhaul is not lim- 
ure ted to aircraft and engines, but extends as well into the instrument 
on and accessory fields. Ninety-six percent of aircraft tires will be re- 
uct treaded by contracts with industry in fiscal year 1955. We believe that 


mall business will benefit by this policy, both directly and indirectly. 


le The Air Force is a strong advocate of local purchase. By purchas- 
ur ng locally we utilize the commercial distribution system in lieu of 
at 


building up our own system of centralized purchasing, storage, and 
ur distribution. We are constantly reviewing our catalog of items to 
determine which are suitable for local purchase. Thus far, about 


re (5,000 items have been found suitable. Approximately $200 million 
will be spent this fiscal year through the local purchase route. We 

br believe that the policy of local purchase necessarily gives small busi- 

m ness a better opportunity than centralized purchasing of large 

l quantities. 

yn 


Not to be confused with the local purchase program is a recent Air 
Force policy of decentralizing to the depots purchasing responsibility 
with respect to certain classes of property heretofore sustliband cen- 
Tr trally at Wright-Patterson Air Force Base. Many of the property 
classes decentralized are the type which small business can make. 

46619—54——_15 








216 MILITARY PROCUREMENT PROGRAM, 1954 


The very act of segregating these items from the complex equipments 
which remain centrally purchased at Wright-Patterson will tend to 
make it easier for small business to participate; it will permit our 
people in the depots to pay more attention to the small-business poten- 
tial inherent in these items. 

Before closing, I would like to comment briefly and bring you 
up to date on some of the matters mentioned in your fourth annual 
report which affect the Air Force. 

On page 40 of your report it is indicated that as of May 1, 1953 
the Air Materiel Command had some 238 letter contracts that had not 
been definitized in the amount of $5.3 billion. Forty-six of these were 
over 12 months old and amounted to $1.5 billion. I am pleased to 


report that the situation has greatly improved in this area. As of | 


March 1, 1954, the number of letter contracts outst: inding had been 
reduced from 238 to 116, and from $5. 
million. ‘Twenty-five are over 12 aouthe old with a value of less than 
$200 million. In new procurements we are avoiding the use of letter 
orders to the greatest extent practicable. 

Your report deals also with administration of the authority under 
title II of the First War Powers Act. It should be of interest to the 
committee that, of the 14 cases approved by the Air Force in the so- 
called hardship category, only 1 case was based on essentiality. The 
others involved some form of Government action or unusual situation 
where deserving, efficient contractors had been hurt through no fault 
of their own. I might add that of the 14 cases in which the Air Force 
granted relief, 13 involved small-business concerns. 

Our Board has denied relief in 9 cases, 7 of which involved smal] 
business. I think you would want to know the type of thing we found 
in these cases. At least 3 involved gross mismanagement and ineffi- 
ciency, Which to a lesser extent was present in all of the 7 cases. Two 
of the firms were hopelessly insolvent for reasons other than alleged 
losses on Government contracts and could not have continued in busi- 
ness even if the relief had been granted. In another case, an inefficient 
contractor, who had not delivered a single acceptable article, asked 
to be relieved of its obligations under the contract without returning 
progress payments made by the Government. 

Senator Lone. Will you give me some definite idea of what you 
mean by these general terms. I would like for you to spell out a case 
or two of the kind of relief that was suggested and the basis upon 
which you did or did not grant relief. 

Mr. Gotpen. Yes, sir, | will be very happy to. 
found a very genert il pat eae 

Senator Lone. What were these people asking for? 

Mr. Gotpen. They were asking for an adjustment in the contract 
price under the First War Powers Act which, as you know, is an un- 
usual authority. 

It permits us to disregard normal legal concepts and amend the 
contract without the Government receiving some sort of consideration. 

Senator Lona. As I recall that situation and the legislative history 
of it, we did that because just about the time of the “Korean war we 
needed all these suppliers, and the contractors were anxious to bid on 


———— 


1S. Rept. 1092, 88d Cong., 2d sess, 
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the business. But after they bid on the business they could not get 
the materials, and when they did get the materials the cost was enor- 
sly high. They had penalty “clauses on failure to deliver, and 
there was a general 10 percent increase in the price of all commodities 
da far greater increase on scarce materials. As a result, many of 
ontractors, particularly those who gave close bids, were in a hope- 
situation. 

So we felt there should be some adjustment where a person was 
ed to lose money, although his original bid might have worked out 
right if the prices hadn't ine reased. Now, that was the general 

purpose of the adjustment, as I recall it. 

Mr. Gorpen. Well, there is a difference of opinion. I think the 
mittee has felt that that was one of the purposes, but there has 

been a difference of opinion between the committee and the depart- 
ts as to whether that was intended by the legislation. 

Senator Lone. I know that my original feeling with regard to that 

as that we should not give a person the opportunity to be paid 

re, unless the Government changed the specifications or unless 

ad bid at a time when it would have been much easier to obtain 

veries to him and when it would have been easier to acquire the 
materials for a reasonable price. 

[ have seen a considerable number of those hards ship situations 
re the people really did have a very legitimate case. They could 
w you that, based on what the materials would have cost when they 

r based on the date when they could have expected delivery of 

rial that they required to construct something for you, they could 

ve made a profit; but because of the delays to them or because of 

increase in cost to them they were then put in a position that they 
necessarily operated at a loss. 

Mr. Gorpen. Our views on that have been expressed before this 
ommittee and other committees who are now considering legislation. 
Our feeling on that has been that there haven’t been as many cases, 
particularly cases presented to the Air Force, as a lot of people would 
have you believe. In addition, whether or not there is sympathy or 

juity involved in that kind of case, our position has been that we do 

t think this particular law, which is in aid of procurement, covered 
th : situation. 

I might add the Bureau of the Budget feels the same way, and so 
does the General Accounting Office. But more important, we do not 
feel so strongly as to say there is no equity at all in those cases. 

What we are saying is that the military departments are not the 
forum where that kind of case should be handled. Those cases arose 
right after Korea, and they were limited to that particular time. We 
haven’t had—and I will show here—very many of those cases, and of 
late, none. We feel, as the Bureau of the Budget does and the Gen- 
eral Accounting Office does, that if the Congress wants to take care of 
those cases they shouldn’t use the route of facilitating the national 
defense as the basis for doing it. 

Senator Lone. You would like for someone else to worry about that. 

Mr. Gotpen. Well, yes, if there is merit, because we run into a situa- 
tion ae you are taking care of a special group of people who 
happen to have had contracts with the Government. There are 
thouss wade of people out in normal, private business who were affected 
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the same way and who have had their headaches because of this same 
problem. I think you would be taking care of those few that 
happened to have a Government contract. In other words, it is a 
broader problem than just military procurement. 

Senator Lone. Right. I would like you to give us examples of 
cases where you fe It relief should have’ been granted and examples 
of those where you thought relief should not have been granted. 

Mr. Goxpen. I will. 

Senator Lone. One or two examples of each will be enough. 

Mr. GotpEN. Yes, sir. We have found that most of our cases, as I 
ay here, have resulted from situations where Government action has 
caused the particular hurt to the contractor. 

For example, we found cases where a man submitted under his 
contract a first article for test which had to be approved before he 
could proceed with production of the rest of the items under the 
contract. In some cases we found our people had delayed an inordi- 
nate period in testing the first article, with the result that the fellow 
had maintained his organization in standby during that period, and, 
therefore, incurred increased costs, particularly standby overhead 
costs. In that type of case we felt we should help him. 

In another case, we found, on giving him a particular item as a 
sample from which to produce, that the sample was bad. We felt 
that, after he had poured his effort and money into producing for us 
according to sample, he had been hurt by us and we therefore bailed 
him out of that situation. 

Senator Lone. I believe in both of those cases relief should have 
been granted, and that is what you did in those cases. 

Mr. GotpENn. We did, yes 

We have also been very careful, and we rec ently had three very hard 
cases, I think, to decide. They involved small research outfits, in 
some cases 10 people employed, in another case about 50. One par- 
ticular rese arch outfit was the kind that took all the very difficult 
research problems, the sort of “cats and dogs” that the big people 
might not want to take. The value of the contracts ranged from 
$10,000 up to $150,000. 

This particular outfit did work for the Air Force, the Army, the 
Navy, the Atomic Energy Commission, and the National Bureau 
of Standards. It had about 150 contracts that they were right in 
the middle of performing. Because they had done additional work 
that they didn’t contempl: ite, and more particularly because if they 
went under, if they became insolvent, we would have to take those 
150 contracts and relet them right smack in the middle of this fellow’s 
performance, we found it would facilitate the national defense if we 
kept this fellow going. 

The dollars involved were not particularly large in normal terms, 
but for this fellow it saved his life; and he has continued in business. 

We went to the trouble, because we thought it was a good research 
outfit but poorly managed, to actually require certain checks and 
balances from him monthly to show how he was doing and how he 
was cleaning his house from the management standpoint. 

We are very happy to see that he is still i in business, and I think he 
will do a good job for the Government. 

Senator Lone. Give us an ex: umple or two of those where you didn’t 
feel relief should be granted. 
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Mr. Gotpen. We have some here, if I may continue. 
Senator Lone. All right. I don’t see them spelled out here. Go 


ahead, sir. 


Mr. Gotpen. Where cases have been denied, Senator Long? 

Senator Lone. Yes. 

Mr. Goupen. We have had cases where large firms have come in, 
and because they didn’t make the amount of profit they contemplated 
for some reason, they came in and asked for an adjustment. We 
quickly denied those. Some of these claimants take the position 
Inat——— 

Senator Lone. In other words, that is one of those cases where 
the person bid on an article in the belief that he was going to make 
a very large profit but when performance was completed, he found 
that he had made a very small profit. Then he sought to adjust it? 

Mr. Gotpen. That is right. We have had several cases of that 
kind. I must confess that some of those have been denied right out 

the field, because I do not think they were worthy of much 
attention. 

Some of the real bad cases that have come up to us have definitely 
shown that a contractor’s mismanagement and general inefficiency 
has been the prime cause of his loss, and we have quickly turned those 
down. 

Unfortunately, those are the types of cases that once they get to the 
Board take a lot of time, and involve a lot of screaming and yelling, 
but we stick by our guns where they have been inefficient—we don’t 
intend to bail them out. 

Senator Lone. In other words, where his failure to make a profit 
is due to his inefficiency, you just do not feel that you should bail 
him out ¢ 

Mr. Gotpen. That’s right. 

Senator Lone. How do you go about deciding whether or not it 
was his own inefficiency? Do you attempt to find a case where per- 
haps 2 people were producing a similar article and 1 was able to 
make a profit under the same circumstances ? 

Mr. Gotpen. Well, we get closer to the problem than that. We 
have our production people who have been living with the contractor, 
our inspectors, our quality-control people, our production expediters 
who spend time at these particular plants, either all the time, depend- 
ing upon the size of the plant, or periodically, to give us statements 
on how this fellow has produced. 

In the particular case I referred to, at our Board hearing we were 
just loaded for bear when this fellow came in. He finally at the 
hearing admitted that he probably hadn’t been as efficient as he should 
have been. 

Senator Lone. What was the trouble in that particular case? Was 
it that he had a lot of labor standing idle, and that sort of thing? 

Mr. Goipen. There was that. Usually, we find the overhead is in- 
ordinately high. We find bad arranging of production lines which 
resulted in excessive costs which we do not feel we should bear. 

We have found a history in some cases where the same fellow has 
been in hot water before in other predecessor businesses that he had 
gotten into. We are very careful about investigating these cases. 
We have formal Board hearings on these when we think it is necessary. 
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We have denied relief in 9 case, 7 of which involved small business, 
I think you would want to know the type of thing we found in these 
cases. At least 3 involved gross mismanagement and inefficiency, 
which to a lesser extent was present in all of the 3 cases. Two of the 
firms were hopelessly insolvent for reasons other than alleged losses 
on Government contracts and could not have continued in business 
even if the relief had been granted. In another case, an inefficient 
contractor, who had not delivered a single accepiable article, asked 
to be relieved of its obligations under the contract without returning 
progress payments made by the Government. In the other case de- 
nied, a firm in excellent financial condition requested relief on a very 
small loss suffered through taking a normal business risk in a market 
with which it was entirely familiar. Not one of these cases involved 
the spiraling costs which the Korean conflict produced. As a matter 
of fact, the Air Force has had no such cases thus far in 1954: we 
had none in 1953 and none in 1951. Of the 10 so-called price-inflation 
cases filed with the Air Force 

Senator Lone. You had some in 1952; did you not? 

Mr. Goren. Yes. Of the 10 So-ct alled price-inflation cases filed 
with the Air Force during 1952, 3 were withdrawn. Six were de- 
nied. Five of those denied involved large companies where the losses 
were insignificant and one involved a company which had long since 
disposed of its production equipment and retired from active business 
participation. In the one case approved, the loss resulted, in part, 
from increase in costs, but relief was bottomed on other important 
factors present. 

In closing, may I again offer to the committee the full cooperation 
of the Air Force in fostering small-business objectives ? 

Senator Lone. I am amazed to find that you only have about one 
case where you actually felt that relief should be denied on the basis 
of spiraling costs after Korea. Is that a correct interpretation of 
your statement ¢ 

Mr. Gotpen. No. What I am saying is that in the cases where 
the claimants came in and said “We want relief; costs have gone 
up,” we found, as I said here, five, for example, involved large com- 
panies and the losses were insignificant. They had no impact, and he 
wasn’t suffering any extreme loss. 

And even if you were to believe in the concept you just stated, Sen- 
ator, that spiraling costs right after Korea should do it, these wouldn’t 
have been appropriate cases. 

Senator Lone. I wasn’t proposing that the relief should necessarily 
be granted. It just seemed to me that where a person had losses that 
might be due to spiraling costs, he should cave relief. I never thought 
that you should grant relief if he simply made a lesser profit, because 
of spiraling costs. 

Mr. Goupen. As I say, there is a difference of opinion. We testi- 
fied before the House, either Judiciary or Government Operations 
committee, about 3 weeks ago, and I think that controversy will 
continue. 

Senator Lona. I am reminded of a situation that existed in my 
State on one occasion. A friend of mine supported a candidate for 
office. After the candidate was successful, my friend said: “That 
man is not doing right.” I said, “Why?” “Well, he promised me 
I was going to get some business with the State if he was elected.” 
I said, “Well, aren’t you getting business?” He said, “Yes, but 
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ness, [ am not making the profit I ought to make.” I asked him why, 
these nd he said. “Because I have to bid for it.” 
ncy, (hat is about what exists on some of the contracts where a person 
f the cht feel he should have made more profit. That is a chance he 
OSSes takes, but where, through no fault of his own, he is compelled to lose 
Ness onev, L felt we should have some avenue of relief available, and 
‘lent | see you have made an effort to adjust it in cases where there was a 
sked basis for claims that money had been lost. 
hing Mr. Gorpen. Yes, sir. 
de- Senator Lone. I see that you are contracting out a good deal of this 
very aintenance work on these Air Force bases now. Do you think it is 
rket profitable to do more of that ¢ 
ved Mr. Goupen. Well, as you can see, the figures have gone up sub- 
tter ntially. We will reach a maximum point, but I don’t think it 
we ll be in 1955. It will continue to increase in terms of percentages 
lon f dollars available, but we will eventually reach a point where you 
have to maintain your depots on a one-shift basis, because you 
: find that the peaks and valleys of your requirements for over- 
led ul and maintenance do not make it susceptible to a complete 
de- throwing out of the business to commercial concerns. You might 
3Ses ive a trickle of work for 1 month and then a larger impact the next 
nee month. 
eS The depots have got to be there for two reasons: One, to take 
rt, ire of the fire department loads when they come in and have to be 
Ant taken care of quickly, including particularly the tactical type of 
\ireraft; and, secondly, we have approached it on the concept that 
lon e will continue to keep the depots on a 1-shift basis, so that in an 
emergency we can switch right over to a 3-shift basis, because at 
ne that time the people who are now doing maintenance will get right 
SIS to new production work. 
of We are trying to sustain to the greatest extent possible even our 
prime manufacturers with modification and overhaul work, so that 
Te is the workload goes down on new production, they will be able to 
ne keep their production force alive over a long period by simultaneously 
mn building up modification, overhaul, and maintenance. 
he It has had that very desirable effect of retaining production forces 
for mobilization purposes for as long a period as possible. 
n- Senator Lona. In other words, there are certain plants that would 
ey ive to be shut down because of the decreased need for manufac- 
turing new equipment; instead, they can be used to overhaul existing 
ly equipment. 
at Mr. Gotpen. And we are doing that. 
nt Senator Lone. It seemed to me when I was on the Armed Services 
6 Committee conducting hearings on the Reserve bill, that we had never 
. vorked out what would be the ideal Reserve setup, and I had some 
di deas as to what it should be, but I never had the benefit of working 
ws t out with the services to try to get what would be ideal in my 
ll | judgment. 

I had felt that we should try to work out a system of contracts 
yY | vhere various work would be performed under contract, and the con- 
e tractor would have an agreement that he would have Reserve enlisted 
7 7 men and Reserve officers working for him, so that in the event this 
> | Nation found itself in an allout emergency, those men could be called 


to active duty immediately by the local base commander, instead of 
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having to be called through Washington. In order to maintain the 
electronics equipment, for example, it would be possible to contract 
with a man who had a local television repair business in a nearby 
city. He could supply r labor and they could maintain that kind 
of equipment. He could have an agreement with the service that he 
would give a preference to those who had Reserve commissions, or 
at least Reserve status, in the Air Force. 

In the event we were at war, those people could have an agreement 
with the service that they would be available immediately to go o1 
active duty repairing that type equipment. 

About the only difference would be that you could tell him “When 
you report to work tomorrow, bring your uniform,” and those people 
could be as readily available for use for that type of work as they 
would be otherwise. 

They would prefer to have that kind of employment in time of war 
rather than to be employed doing something that was less familiar 
to them, for example, going out there on the front line with a rifle 
and a bayonet. They would much prefer, in most instances, to work 
at a job the -y had been trained to do. 

I know the Air Force doesn’t have to draft their personnel, but 
I don’t feel that many of those fellows are volunteers in the same sense 
that we used to think of the volunteers in the past, that is, someone 
who just wanted to rush out and get into service. 

Many of those boys volunteer for the Air Force because they would 
be drafted for the Army if they didn’t, and, therefore, it seems to me 
that we should keep down the manpower just as much as we possibly 
ean. 

I would hope that your group would give some thought to that, be- 
cause therein lies the possibility of contracting out a great amount 
of employment to small business. It would also help to solve that 
problem of trying to provide housing and various fringe benefits to 
keep people in the service as technicians. 

Mr. Gotpen. I don’t think anybody will quarrel with your objec- 
tive. I think you will agree it is a very long-range program. 

Senator Lone. You further have the benefit that you could call 
those people when you need them and then they can go back and do 
other sorts of useful work when they are not needed. 

The main trouble I found from the service—and I wouldn’t say it 
existed today, but it existed as long as I was in the service—I was in 
the Navy, and so the Air Force shouldn’t feel any resentment about 
this statement—that there was a great waste of manpower. You were 
always sitting around waiting for somebody to send you where you 
might do something. 

We could save an enormous amount of that if we could contract 
more of these things out, so you could pay these people for the time 
they were actually working for you, and yet you could have them 
on a full-time basis when you had to have them. 

T am glad to see that you have made some progress in that direc- 
tion through contracting out a good deal of aircraft maintenance. 

Mr. Gorpen. Yes, sir. We are really proud of that program and 
it is getting better every year. 

Senator Lone. Do you have any idea as to the percentages? What 


percentage of maintenance on aircraft engines, for example, do you 
have under contract? 
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Mr. Gotpen. I can tell you this, that practically all of our recipro- 
ting engines are out on contract, just as are all of our cargo-type 
reraft. My recollection is that we have—I won’t give you per- 
ntages, but I can give you, I think, numbers—about 1,000 aircraft 
ng overhauled this fiscal year, and that we expect about 30,000 
ines to be overhauled in fiscal year 1955. 

That is an ambitious program. I am talking about overhaul by 

mmercial concerns. 

Senator Lone. Have you made any effort to try to work out an 

rangement whereby the contractor would have his labor on a re- 

ve status ¢ 

Vi . GotpEN. No, sir; we have not. 

Senator Lone. I would hope that in that field we could make 

me progress one of these days, because that, in my judgment, tends 
o meet the prime objection of the services to contracting out things 

at they could do otherwise. A base commander likes to say that 
wants to be in position that he has everything ready to go in the 
nt that he is called upon to fight. 

Mr. Gotpen. I will say this, Senator Long: You probably know 

it we, not necessarily because we desire to, but I think more because 
ve have to in this very complex electronics age, hire people working 
for our prime electronic producers not only to maintain our equipment 
hut also to teach our people how to maintain it. These people work 

de by side in Korea and in all other areas with our combatants. 
You couldn’t tell one from the other. We have to have them in this 
highly complex electronics age. 

Senator Lona.’ It seems to me that the only thing that is missing 

en you contract within this country is the ability to move those 
people to some different places if you want them. 

Mr. Gouven. I agree. 

Senator Lone. You have an established airbase, you have techni- 

ins who are on civilian status working on the base. 

Chey are not going to desert you if you find yourself at war, but 
you don’t have the power to just pick them up and move them some- 

here else if you want them at an advance base. There is where it 

ould seem to me it would be desirable to have an ability to contract 

" fee a provision that would enable you to call those people into the 

rvice to do just the work they are doing in the event that we found 
ourselves at war. 

_Mr. Forsyrue. Mr. Golden, on page 5 of your statement could you 

ive us some indication as to what kind of items you are referring 
to on local purchase ? 

Mr. Gouprn. Yes. Actually we are talking about those types of 
tems which the particular activity needs to carry out its own func- 
tions. If it is an overhaul activity, it needs materials and it gets 
them locally to the extent it can. 

Housekeeping materials are the kind of items involved, and in 
general, I might say that we try to actually code these items so that 
they are the kind that are commercial types, the kind for which we 
don’t need a mobilization reserve, and the kind that there is no real 

eed for buying centrally and incurring all the expense of buying it 
centrally, bringing it to a distribution point, then perhaps storing it, 
accounting for it, and then when somebody calls for it, transporting 
it out again to a particular depot or base. 
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That is very costly, and this local purchase route offers a very, very 
practical and economical means of saving supply costs in general. 

Mr. Forsytne. Have you got any spec “ific items at your fingertips 
that you buy ! 

Mr. Gotpen. Well, you might talk about local electrical equipment, 
connections, BX cable, things of that kind, and, as I say, a particular 
depot doing a particular overhaul job can go out and buy locally 
to the extent it can, all the parts that it can use from commercial 
sources. 

We have 75,000 items. I will be glad to furnish you with a good 
sampling. 

Mr. Forsyrne. No; I just wanted to get something more in the 
record, because the Army also took it up with us the other day, and 
they gave us a few specific items that they were now getting on a 
local pureh: ise basis, housekeeping items, windowpanes, replacement 
items, repair items, and that type of thing, and I wanted to get 
something more from you.? 

Mr. Gotpen. You can add housekeeping items, administrative sup- 
plies, things of that kind. I think it is a good thing and I feel we 
are really saving a lot of money doing it. 

Senator Lone. I saw some enormous maintenance facilities under 
construction up in the extreme northeast corner of this Nation, prac- 
tically on the Canadian border, and it occurred to me that it doesn’t 
make good sense to try to keep all the Air Force personnel up there to 
overhaul large bombers and all this complicated equipment. 

Doesn’t it make better sense to bring those planes back to some 
central area in the United States around Detroit or Chicago and 
overhaul them there where that kind of aircraft is manufactured ? 

Mr. Gotpen. We do do a lot of that, particularly in the commercial 
cargo-type plane, but when you get into the B-47 and the F-84’s 
and the F-86’s, you are talking about the tactical and strategic-type 
planes, and we doa great deal of the overhaul ourselves. 

Modification we bring back to the manufacturers’ plants, but we 
find that we have got to have a reasonably departed capacity for 

taking care of tactical- -type planes throughout the country. 

This is good for training because those outfits are going to move, 
and, too, I think, that the tactical need makes it necessary to have a 
reasonable number dispersed throughout the country to take care 
of the really important complex planes. 

Senator Lone. My criticism of that is that it would have been more 
desirable to put these planes well away from the runways so you 
wouldn’t have all your targets on one base. In some spots we have 
spent as much as $100 million on a base where one small atom bomb 
could destroy the entire base. 

In such a case even if you got the planes in the air, you wouldn’t 
have any place to overhaul or repair them. On the other hand, if 
you had located some of the repair and overhaul facilities in nearby 
cities, you could avoid a good deal of that risk. 

Mr. Gotpen. I think you will find in the tactical areas, we do have 
to have base maintenance. You probably saw some of those facilities. 

Senator Lone. Isaw many of them. I was only thinking about the 


2Summary of Air Force local purchase listing by property class, and Air Force Regu- 
lation No. 70-9 appear in this record as appendix 3, p. 499. 
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very concentration of the facilities. If you were ever forced to use those 
Ul. facilities, the enemy can knock them all out in one attack more easily 
tips than if they were scattered and more widespread. 

[hank you very much. 
aa Mr. Forsyrue. Mr. Kennard Weddell will be the next witness. 
uiar 
ally STATEMENT OF KENNARD WEDDELL, CHIEF OF THE OFFICE OF 
cial SMALL BUSINESS, HEADQUARTERS, UNITED STATES AIR FORCE, 
eed ACCOMPANIED BY MAURICE L. JOHNSON, EXECUTIVE FOR SMALL 

BUSINESS, HEADQUARTERS, AIR MATERIEL COMMAND, WRIGHT- 
the PATTERSON AIR FORCE BASE, DAYTON, OHIO 
And 
nN a Mr. Weppe.ty. Mr. Chairman, I have a prepared statement which 
ent pretty well covers the entire small-business program of the Air Force. 
get Instead of reading it, I would like, with your permission, to simply 

introduce it into the record, and just briefly go through these charts 
Ip neve which will cover the high points I am sure the committee is par- 
we ticularly interested in. 

Senator Lone. Will these charts cover your statement, as I haven’t 
ler had the opportunity to read it? 
aC Mr. Weppetu. That’s right, sir. The charts here show the latest 
n’t statistics, and will cover some of the high points that I am sure are 
to a matter of particular interest. 


Senator Lone. I want this statement reproduced in the record, and 
me then we will go ahead. 
nd (The prepared statement submitted by Mr. Weddell follows:) 


Mr. Chairman, I am pleased to have this opportunity to appear before this 


ial committee and bring to your attention the changes that have taken place in our 

4’. small-business organizational structure since the hearings a year ago which we 

pe hope will work out to the benefit of the Air Force program, and to report results 
even better than those we were able to show last year. 

Mr. Golden has referred to our stated policy (chart I)* toward small business 

ve with which you are familiar, but as it is the basic document which motivates our 

OI entire Small-Business program and was designed to carry out the expressed will 


j of the Congress as well as recognizing our need for a strong and flexible produc- 
; tion base, there are two points I would like to call particularly to your notice. 
One is its clear recognition that there are two specific areas to which the policy 
a applies ; our own placement of prime contracts, and the placement of subcontracts 
by the resulting prime contractors. To the Air Force, much more than to our 
sister services, this subcontracting area is of major importance, and accordingly 
receives major attention. Our program, if it is to live up to its promise, re- 
quires a very careful coordination with the contractors’ own production programs, 
with complete cooperation in the best meaning of that word. It is the con- 
tractor who is responsible for satisfactory performance of his contract, and he 
was selected for that role because our procurement officials had faith in his 
management, integrity and know-how. You will see later how well they are 
measuring up to their responsibility as a coequal partner of the Air Force in 
carrying out the congressional policy. 
if | This next chart (chart I1)* shows how our program is set up to be most 
effective in both the prime and subcontracting areas. 


— 


a » ae. | 
EEE 


_ 


) Here are the 14 major purchasing locations of Air Materiel Command where 

all prime contracts of programmed items are awarded. Each has at least one 
e full-time small-business specialist assigned, who works with the contracting 
.. officers or buyers to provide adequate and equitable opportunity for small con- 
e cerns to compete in procurement of items they are capable of producing. Bach 


* Chart I appears on p. 230. 
n- * Chart II appears on p. 232. 
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of these 14 major purchasing offices buys on a nationwide basis, and no two 
buy the same type item. The buyers become experienced in the particular 
Classifications they handle, and so do the small-business specialists. The small- 
business specialists in these 14 major purchasing locations are not reponsible 
to the chief of the purchasing office; they are appointed by, and are on the 
staff of the Director of Procurement and Production at each installation, to 
whom the chief of the purchasing office is equally responsible. In this way 
he is in a position that insures freedom of judgment and action, which we 
consider essential if he is to properly meet his responsibilities. 

These specialists screen every procurement (except those that are classified 
for security or bave an estimated value of less than $10,000) and plainly ear- 
mark those that are for items which small business is capable of producing. 


1 ae Sc a nl el en 


That determination is the responsibility solely of the specialist, and in making } 
it he in effect is only recording the judgment of small business itself. If the j 
item has been bcught before and any small-business concern has made a legiti- 4 
mate bid, every procurement of that item is from then on marked suitable. 2 
If it has not ben hought before, he tentatively marks it suitable, unless of ; 
course the article or service called for is obviously beyond the capabilities of : 
firms employing fewer than 500 persons. Following adequate and timely pub- ; 
licizing, if no small-business concern shows interest in bidding, the procure- 
ment for the item is not retained in the suitable column. 

On each procurement labelled “suitable,” the buyer responsible for its handling 
must consult with the specialist on all major actions taken. The buyer decides, } 


after such consultation, whether the procurement is to be handled by formal 
advertising or by negotiation. In either event, it is the specialist’s responsibility J 
to see that the procurement is appropriately publicized in the Symposis of 
Proposed Procurements published daily by the Department of Commerce. In 4 
the determination of sources to whom bid sets or requests for proposals are sent, 
they work together and neither can veto the other's selections. Bid sets and 
requests for proposals are sent simultaneously to all 24 Air Force district offices 
and suboffices, where they are available for use of any interested business con- 
cern which did not receive a set directly from the purchasing office. Such result- 
ing quotations are given the same consideration as any others. When the bids 
or proposals are all in, the buyer passes on his recommendations to the specialist, 
and if the buyer decides that any part of the procurement should be placed with 
“other than small-business concerns,” he marks on a check list his reasons for 
that decision. Should the specialist feel that adequate and equitable considera- 
tion of small-business concerns has not been provided, he may call it to the 
uttention of the Director of Procurement and Production who will take appro- 
priate and final action. 

This activity is known as Operation Pacemaker, so named because it in fact 
does set the pace for minor purchasing establishments where no small-business 
specialists are located, as well as for the purchasing departments of our major 
contractors. Implicit in this operation is its recognition of the responsibility of 
the contracting officer to place the procurement in the best interest of the Gov- 
ernment, and also in its recognition that to secure full and free competition 
there should be no discrimination against capable producers solely because 
of their size. No restriction whatever is placed on the buyer as to the sources 
he may solicit. On the contrary, he is often required to enlarge the list of 
sources by the addition of those submitted by the small-business specialist. 

A different type of program is carried on by the small-business specialists in 
the 24 district and subdistrict offices, each of whom is appointed by and directly 
responsible to the commander of the district office. They are the most important 
point of contact for the small-business man who seeks to become a prime con- 
tractor or subcontractor for Air Force requirements. They maintain bid sets 
and applicable drawings and specifications on current pending procurements, 
whether advertised or negotiated, originating in the 14 major purchasing offices, 
as well as in the local purchase offices of nearby Air Force bases. Small-business 
concerns which do not receive opportunities to quote directly from a purchasing 
office can make use of this data to prepare their own bids or proposals regardless. 

These small-business specialists are the ones who maintain close contact with 
the large, Air Force prime contractors within their districts to uncover oppor- 
tunities for subcontracting, and they make the resulting information available 
to interested small-business concerns. Detailed facilities records of all small 
concerns who are interested enough to register are maintained by these special- 
ists in the district offices and are furnished upon call to Air Force prime con- 
tractors looking for additional sources. These are the specialists who are con- 
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two -y)ted when any small concern is being surveyed to determine its competence to 
‘ular »ondle a contract for which it is being considered by the purchasing office. It is 
mal these specialists who are consulted before any contract for expansion of Govern- 
—_— t furnished facilities is considered. And it is also their responsibility to 
the re that all industry within their respective districts knows the procedures 
, to é followed in order to do business with the Air Force. To assist them in this 
Way narticular duty, a special sound motion-picture film, “Small Business and the 
ws Foree,” was released early in 1953. It was given over 414 showings across 


country before a total attendance of over 21,495 small-business men, and in 
ified lition was on 39 television broadcasts having an estimated national audience 
war of 17 million. 
pical of the activities of the district commanders and their small-business 
ialists, is a recent report of a 2-week trip made through southern Lilinois, 





ouri, Nebraska, Wyoming, Montana, and North and South Dakota to interest 

8 l-business concerns in Air Force procurement. The trip was made by the 

( f of the St. Louis Air Procurement District and his small-business specialist, 

of met with a fine response from chambers of commerce and other local and 
of S agencies. A copy of the report is attached for the record. 

yub- In October 1953 a change was made in the realinement of our field offices. As 

Ire- rt of this realinement, the functions of what had been known as the Air 

Procurement district offices were merged with and moved to the headquarters 

ing f the Air Materiel areas. What had been known as Air regional offices then 

les ecame district offices, but retained the same functions they had always had, 

nal y reporting now to the Air Materiel Area Headquarters. Small-business spe- 

‘ity lists at the Air Materiel Area Headquarters will exercise area supervision 

of over the small-business activities of the district offices. 

n n example of the activity in the small-business program carried on in the 
nt, rict offices is furnished by figures reported from Middletown AMA head- 
nd jarters, covering the Rochester, Boston, New York, Newark, and Philadelphia 
eS \ir Procurement districts for the calendar year 19538: 
mt rs to small-business offices__- ces ieedniasidvadelins ane 
a \ cations processed for the bidders’ list................... aentnak aa 
i N listings of facilities for subcontracting... __~_ inal tecanies cenaineiiibiaiee 794 
th Visits made to Air Force prime contractors_..--___~ cetienetthicienapasteitiiaiiamaniniiiid 198 
‘or the third basic program being conducted is in the plants of our prime con- 
‘a tractors. 
he fhe Air Force has approximately 2,800 prime contractors, some 2,000 of them 
‘O- being small-business concerns. Among the others, 35 are of such size and im- 

ince to our basic mission that Air Force plant representatives with the 
ct necessary staffs are regularly assigned to them. These are the plants responsible 
ss r the development, design, and production of major items of aeronautical equip- 
or ment, the fighters and bombers, airframes of all types, engines and hugh electronie 
of systems, and their contracts account for approximately 80 percent of our pro- 
v- urement dollars. While almost all Air Force prime contracts hold opportunities 
mn for small concerns as subcontractors and suppliers, the larger contractors in 
se particular possess great potentialities for the participation of small concerns in 
as he defense dollar. 
of or the very reason that subcontracting offers the greatest opportunity to 
itilize the abilities of thousands of corapetent small enterprises in production 
n i for the Air Force, the major emphasis of our small-business program is in that 
y ea. When the Korean conflict began, rapid expansion of our production base 
it [ was a “must,” and the Air Force organized and sponsored a series of exhibits 
- j in all the large industrial sections of the country, exhibits in which our major 
s : contractors displayed the items for which they needed additional subcontracting 
S, ources. These were widely attended by prospective sources, chiefly small- 
3, usiness concerns. After the first two had been held, in New York and Chicago 
S spectively, the Army and Navy joined us as cosponsors, and a total of 14 such 
g exhibits were held in a 12-month period. 
7 Every prime contract for a sizable amount of dollars contains a provision by 
h hich the contractor agrees to accomplish the maximum amount of subecon 
i fracting to small-business concerns that the contractor finds to be consistent 
A ; vith the efficient performance of his contract. To make sure this was followed 
l ip With appropriate action, the Air Force, beginning in August 1951, called upon 


a ; its contractor to maintain records that would show, in every case, the size 
. 4 of the subcontractors, vendors, or suppliers with which they did busineSs. Bach 
contractor is also called upon to designate, at top-staff level, an official of the 
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company as the small business liaison officer of that company. Over 2,000 of 
our contractors have such liaison officers, and since their duties are to establish, 
within their respective plants, effective small-business programs of their own, 
in addition to being the points of contact with the Air Force on all matters af- 
fecting small business, their contribution to the overall governmental program 
has been of increasing value. 

In the fall of 1951, a Small Business Survey Committee from industry was 
appointed by the Under Secretary of the Air Force, and these industrial leaders, 
selected from small, medium, and large business, gave generously of their time 
and experience in calling upon Air Force installations, and in meeting with the 
officials of our largest prime contractors to evaluate the small-business program 
and make recommendations to improve its value to defense and to the national 
economy. The work of this Committee has proved invaluable, and almost with- 
out exception its recommendations have been promptly put into effect. 

Following the survey made by this Committee, group meetings of the small- 
business liaison officers of our prime contractors were held in every section 
of the country to provide for a mutual exchange of views and experience in the 
manner in which their small-business programs were being conducted. Some of 
these programs are quite exceptional, and in several of the company plants there 
has been set up an activity corresponding to our own operation pacemaker. 

All of our large prime contractors are called upon by the small-business spe- 
cialists in our district offices, and the 35 Air Force plant representatives resident 
in the larger industrial plants also are specifically charged with duties per- 
taining to our small-business policy and program. We are deeply appreciative of 
the cooperation we are receiving from those prime contractors and their major 
subcontractors in helping meet the governmental and Air Force objective. 

Specific and frequent indoctrination is considered highly important in the 
Air Force small-business program. Periodic meetings of contracting personnel 
are held for this purpose, and frequent seminars of small-business specialists are 
held in each area for discussion of current problems and methods. Since the 
activation of the full program in July 1951, four national conferences of Air 
Force small-business specialists have been held, the latest on January 28-29. 
1954 

In order to most effectively tie together the many facts of the program in all 
fields of activity, the Office of Small Business at Headquarters, USAF, publishes 
intermittently the USAF Small Business Bulletin which is sent to all Air Force 
purchasing offices, contract administration offices, and officials of all Air Force 
prime contractors. It provides a ready means for the mutual exchange of ideas, 
programs, and results, and helps keep the small-business program in a state of 
continual improvement. 

Chart ITI * shows the dollars awarded to small business during the 3 reportable 
years of World War II, and the much larger amount they received during the 
comparable period of the Korean conflict. It also shows the small-business 
awards during the first 6 montks following the termination of hostilities in 
Korea. Small business is of course only interested in the dollars. The percent- 
ages, however, are of distinct interest to us and to your committee and that these 
percentages have increased so greatly might be viewed with favor. In fact, if 
we were to add the seventh month, January 1954, to these figures the percentage 
to small business would reach 8.6 percent, almost double what it was in World 
War II when Congress had even allowed a price differential in order to bring 
more small-business concerns into warwork. 

However pleasing these percentage increases may appear, they mean exactly 
nothing as a means of evaluating our small-business program, or as an aid in 
determining whether or not small business is getting a fair share of our procure- 
ment dollars. The only measure that has validity is to relate the dollars awarded 
small business to the amount which they could possibly get. 

During World War II the Air Force and the Air Force Branch of the Smaller 
War Plants Corporation of those days spent a good deal of time and thought on 
this problem, and worked out an effective and relatively simple method of statis- 
tically recording the dollar value of its procurements which could properly be 
put in the small-business potential. But it was a voice crying in the wilderness, 
and nothing was done about it in the official reporting system. 

When our enlarged small-business program was put into effect in July 1951 
we started at once compiling records showing the small-business potential, and 


8 Chart III appears on p. 233. 
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suring the awards to small business against that figure. In March 1952 the 
Force officially requested the Munitions Board to include these new statistics 
its regular monthly reports on procurement actions. This was agreed to; the 

\rmy and Navy adopted the same procedure, working back on their statistics so 

t the small-business “potential” in procurement actions of all three military 

nartments could be reported back to January 1, 1952. 

At about the same time that we asked to have the statistics on potential 
lished regularly, we also pointed out the need for adoption of uniform criteria 
determining suitability and submitted the criteria in use by the Air Force 

- almost a year. We feel strongly that our criteria meets the situation in a 

ost complete way, and has back of it several years of experience. The need for 

iformity in the ground rules used by the three departments should be obvious 
| we will gladly meet with them to resolve this problem. 

Air Force criteria requires that once an item is determined to be of such nature 

at it does not require an industrial concern having more than 500 employees 
produce it as a prime contractor, every procurement of that item will hence- 
th be recorded in the small-business potential. The fact that, as to any 
icular procurement of that item, it might have.to be handled as an emergency 

rocurement which might prevent small concerns from bidding, or that delivery 
schedules are so short and quantities so large as to have the same result, or the 

t that no small plant makes the low bid or proposal, these factors or others I 
ht mention have no effect whatever on the continued recording of that item 

in the small-business suitability column. Rather, they are merely reasons for 

e awards not going to small business. We take very proper steps to keep these 
things from happening, but the fact that they do happen has no bearing on the 
suitability of the item. Also our criteria insist that where there is any doubt 

bout the suitability of an item, it be resolved in favor of its suitability. All 

is may be considered a rather austere concept, but we consider it necessary if 
ir reports are to reflect the picture as it exists. 

Chart IV, then, shows the relation between small-business awards and the 

all-business potential (or suitable) and clearly portrays the growing effective- 

ess of our program.‘ 

Chart V goes into the subject of the effect on small-business participation 

used by the method used in the procurement, that is, formal advertising or 
negotiation.” Air Force records show that when measured against the small- 
business potential (the only yardstick that has any valid bearing on the subject), 

all-business concerns do at least as well under negotiation as they do under 

rmal advertising. In the first 6 months of fiscal 1954 they are doing a great 
deal better, though this is likely to more nearly level off by the end of the 
fiscal year. 

This chart also shows that in Operation Pacemaker, where most of the procure- 
ments of items suitable for small business are handled, requests for proposals 
ire sent out to 16 business concerns, on the average, for every procurement 
handled by negotiation, and that, in full competition with larger concerns, small 
business received 96 percent of the dollars awarded in this type of procurement 
in the first 6 months of fiscal year 1954. 

Chart VI, on subcontracting, is certainly self-explanatory and clearly points 
out where most opportunities exist in production for the Air Force. From 
July 1951 through January 1954 small concerns have received, or are scheduled 

) receive, $5,667 million from prime contractors in addition to the $1,506 million 

ey received directly from the Air Force. 

The continuing use of small-business concerns is illustrated in chart VIT." 
Six very large Air Force prime contractors reported that in calendar year 1953, 
or in their nearest equivalent fiscal year, they committed $1,660 million in 
subcontracts or purchase orders with other business concerns not affiliated with 
their own companies, and that of this amount $572 million, or 34 percent, was 
placed with small-business concerns. These six primes, Boeing Aircraft, North 
(merican Aviation, Douglas Aircraft, Republic Aviation, Wright Aeronautical 
Division of Curtis Wright, and Bendix Radio Division of Bendix Industries, 
themselves placed almost as much with small concerns as did all Air Force 
purchasing offices in continental United States. 

The second part of the chart shows the results of an interesting activity on 
the part of two of these prime contractors. They carried out an activity similar 


*Chart IV appears on p. 238. 
* Chart V appears on p. 243. 

© Chart VI appears on p. 245. 
"Chart VII appears on p. 247. 
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to our own Operation Pacemaker, and made a determination of the suitability 
for small business of the items they needed to purchase or place on contract. 
Their figures showed that while the amount placed with small business was 
40 percent of their total commitments, it was 80 percent of the small-business 
potential in those commitments. 

In closing, I would point out that it was in April 3 years ago that our present 
small-business program got underway. We feel, at headquarters, that it is 
showing results. Whatever degree of performance has been achieved is due 
to the extra effort and painstaking work being done by all procurement personne}, 
wherever located, in making certain that the program works to the benefit o! 
the Air Force, as well as to the maintenance of the important position of small 
business in the national economy. 


Mr. Weppe.u. I would like to present Mr. Maurice Johnson, the 
executive for small business at Headquarters, Air Materiel Command, 
who will help me in this presentation. 

Mr. Golden remarked about the Air Force policy toward small busi- 
ness. It is a published policy, has been published for ot This is 
the latest rendition of it, you might say, and I would just like to 
point out two things about this policy. (Chart I referred to follows.) 


CHART I 


From AF Reg. 70-10 
policy 


This Regulation re-affirms the policy of 
the Department of the Air Force to ob- 
tain the participation of small business 
concerns to the greatest practicable 
extent in the defense production pro= 
gram whether as prime contractors 

or as subcontractors, 

a, In its own direct purchases 
from industry, the Air Force will carry 
on a continuing program to insure full 
opportunity to smal! business concerns 
to participate in the procurement of 
items and services they are capable of 


b. In the placement and ad- 
ministration of contracts with large, as 
well as small concerns, which, in the 
opinion of the Air Force offer subcon- 
tracting possibilities, the contracting 
office and the appropriate administra- 
tive office will bring this Air Force 
policy to the attention of the prime con=- 
tractor and will take all proper steps, 
consistent with the contractors responsi- 
bility for satisfactory performance, to 
effect full opportunity to small business 
concerns to participate in subcontracting 


producing or performing. and in the supply of items or services 


required by the prime contractor. 


Mr. Wepve.t. First, it has two real areas in which it operates. In 
our own direct purchi ases made by the Air Force, which require very 
careful cooperation between the contracting officer and our small- 
business specialists; the other, and a much larger part of our program, 
because of the prime contracting situation and its leading to sub- 
contracts, is covered in this part of the statement wherein we must 
rely upon and must secure the cooperation, and the full cooperation, 
of our prime contractors, because in all cases we recognize that the 
contractor is responsible for the satisfactory performance of his 
contract. 
We have found, in the years we have been working on this, that we 
have been able to get their full support to carry out the Government’s 
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polie y on small business which, of course, is the Air Force policy on 
nall business. 

“Dur ing the past year there has been quite an organizational change 
in the structure throughout the country. These various colors are air 

iteriel areas. (Map, in colors, not reproduced here.) The differ- 

nt shading of the colors are the same various districts within those 
areas. 

For example, here is the Oklahoma City Air Materiel area. There 
s the Chicago District Office, which covers this part of it. There isthe 
Milwaukee office which covers that large area. There is the St. Louis 
District Office which runs through this narrow corridor out into, and 
includes Wyoming. There is the Wichita District Office which takes 
care of this part. 

Now, these offices that are marked in black, such as Rochester, Bos- 

. New York, Philadelphia, Wichita, St. Louis, and so forth, are 
\ir Force District procurement offices. No purchasing takes place 

these offices. They are for contract administration purposes, after 
the contracts have been let 

These white circles here, which look like corn plasters, are depots 
where we actually do the purchasing. We have superimposed those 
on this map. 

There are 14 depots now through our decentralized purchasing 
where the major articles used by the Air Force, required by the Air 
Force, are purchased. That includes the headquarters, of course, at 
Wright-Patterson Air Force Base. 

Senator Lone. You made a policy or practice to get those depots 
ind those officers away from the large cities, or are they i in the main, 
located in large cities? 

Mr. Wepvrtz. The district offices for contract administration are 
generally located in the large cities where there is industrial con- 
centration of our prime contractors. When I s say “concentration” I 
mean that they are centrally located. 

fhe purchasing depots are placed out where our supply bases are 
for supply and maintenance purposes. 

Senator Lona. For example, where are they? What cities are they 
] ear ¢ 

Mr. Weppe.i. Well, here is Sacramento, here is Ogden, here we have 
San Antonio; Oklahoma City; Wichita; Shelby, Ohio; Dayton, Ohio; 
Rome, N. Y.; Middletown, Pa.; Warner Robins, which is right outside 

of Macon, Ga., and we have Mobile and Memphis. 

Those are the purchasing depots, and each of those depots purchases 
nationwide. That is, they will buy certain particular types of items. 
No two depots buy the same items. 

In that way we are able to build up a force of experienced buyers 
n those particular classifications, and in each of those depots there is 
a small-business specialist of the Air Force who also more and more 
gains experience in the handling of the particular types of items 
purchased there. 

Now, we_have our program really going into three areas (see 
chart Il). First, there are these 14 major Air Force purchasing loca- 
tions which handle the actual contract placement. Each, as I said, 
has an Air Force small-business specialist. Most of them are full time. 
All are civilians. 

46619—54—16 
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We also make local purchases, of which Mr. Golden was speaking, 
at 153 bases, Air Force base, throughout the country. Those are 
more or less housekeeping items he was speaking of. 

Now, it is in these 14 major offices that we do the screening of pro- 
curement, the screening of purchases to determine suitability, to deter- 
mine whether they belong in the small-business potential. I will come 
back to that in a later chart. 

Then, and this is distinctly an Air Force setup, in our 24 Air Force 
district offices and suboffices which handle contract administration, we 
have small-business offices, and in each of them, for example, we have 
1 in Detroit, we have 1 in St. Louis, we have the small-business pro- 
curement information which is a very, very important thing to the 
small-business concerns. 

That is the point of contact they should make, and do make, with 
the Air Force, whether they are trying to become prime contractors 
or subcontractors, because all the subcontracting information that 
we have is available in those district offices. 

Then over here we have a very interesting setup, the 2,800 prime 
contractors that Mr. Golden mentioned, of whom 2,000 are small con- 
cerns. Each of those companies has appointed from its own staff a 
small-business liaison official of that company. His duties are to 
work with the Air Force in carrying out the policies of the Congress 
and the policies of the Air Force and our program, and also to be sure 
that within his own company there is an active small-business program 
underway. We have some very interesting programs being conducted 
by plants such as Boeing, North American, Wright Aeronautical, 
Bendix Radio over here in Towson, and many others. 

Of the 850 large concerns, 35 of them are so important to us and 
have such a large amount of our prime-contract dollars that we have 
permanently established within their shops Air Force plant repre- 
sentatives, and these plant representatives are charged, among other 
things, with seeing to it that the Air Force policy on small business 
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s constantly mney to the attention of the prime contractor and 
that something is done about it. 
I have this chart (chart III) which shows what happened in World 
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Nie todd 1945 $26736000000 100% *1,198000000 45% 


KOREAN CONFLICT 


Fiscal Years 


1951 - 1952 - 1953 $3.4831,000,000 100% $2 164,000,000 62% 
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fiscal lear 1954 $2215,000000 100% _ 155000000 71% 


War II; the total procurements from industry in the 3 years in which 
they were reported in this manner. They came to $27 billion, of 
which small-business concerns received $1,200,000,000, or 4.5 percent. 
Phat was the percentage against the overall. 

In the Korean conflict 

Senator Lone. That is prime contracting ? 

Mr. Weppetu. Prime contracting only. In the Korean conflict 
-year period, $35 billion was placed with industry. Small-business 
concerns received $2,164,000,000 of that, or 6.2 percent of the overall 
purchases. 

In the period since hostilities ended in Korea, which is the first 
6 months of this fiscal year, we have placed $2,215,000,000 with busi- 
ness concerns of all sizes, and $155 million of that, or 7.1 percent, 
was placed directly with small-business concerns as prime contractors. 

Now, I am showing that just for this purpose: Small businesses, of 
ourse, are interested in the dollars they get. They don’t care any- 
thing at all about the percentages. The man wants to know, “How 
many dollars can I get to meet my payroll,” and there is quite a 
healthy increase in the amount of dollars that small-business concerns 
got in those two comparable periods. 

However, we in the Air Force, and your committee, are very much 
concerned about the percentages because that is the only way in which 
we can see whether we are going forward or backward—whether or not 
small business is getting its fair proportion. 

This percentage increase looks good. It looks favorable. If we 
added the month of January 1954 to this, it comes up to 8 percent, 
or almost double the percentage that they were getting in World War 
IT, and at that time you will recall that Congress had even authorized 
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a price differential in favor of small business, which we do not have 
today. 

Almost twice as much, percentagewise, is going to small business. 
While that looks good, we maintain that it means nothing at all when 
it comes to the question: Is small business getting its fair proportion ? 
Js our program going forward or backward ¢ 

The reason for that is because we are measuring against the wrong 
base. We are using the wrong yardstick. This doesn’t take into 
consideration at all whether the items are potential for small business 
or not. 

These overall figures include airframes, jet engines, huge electronic 
systems, for which small-business concerns could not be considered 
asc am ible sup ypliers under any c ircumstances. So we said we must 

Senator Lone. If you broke your contract down the way that it 
could be done, small-business concerns could bid on many of these 
parts, couldn’t they ¢ 

Mr. Weppet.. That would be as subcontractors, sir. 

Senator Lone. I mean if you wanted to break your contract down 
to the extent that a contractor would assemble the parts, and could 
also bid on the making of the parts, a small-business concern could 
then bid on the manufacture of parts. For example, a small-business 
concern could bid on the manufacture of spark plugs for an engine. 

Mr. Wepprtt. We do have many of those components, aircraft 
equipment that we buy ourselves and supply to a large prime contrac- 
tor, and small business comes in on that to a very considerable extent. 

Now, my job, my responsibility, as Mr. Golden said, is to supervise 
the operation of this program. Are we moving in the right direction? 

To do that, I have got to know a lot more than just this dollar figure. 
I have got to know, and I think the committee has got to know, what is 
the potential for small business in this whole program, and then, 
how much of that potential actually goes to small business. That is 
the true measure, the real yardstick to use. 

So we have done that. Starting in July 1951 

Senator Lone. You understand what I mean. A small-business 
concern can’t bid on manufacturing an airplane for you, but can bid 
on manufacturing a wheel, or a shock absorber or something of that 
sort. 

Mr. Wepveti. He could, if we bought the wheel or the shock ab- 
sorber. In most cases it is more practical to have the prime contractor 
of that aircraft—— 

Mr. Gotpen. Senator Long has hit on a lucky one, because wheels, 
brakes, tires and tubes, we do buy direct and furnish to the airframe 
manufacturer, just as we do a long list of items here. 

Senator Lona. In other words, you have attempted, where practical, 
to buy directly a large number of items on a finished product ? 

Mr. Gotpen. Yes. They are usually the equipping and accessory 
parts of the plane. 

However, as to the basic airframe, the engine, the complex electronic 
system, if you don’t give the prime the responsibility for producing a 
complete workable, usable, operable weapon for war, you haven’t 
accomplished what you are really in business for. 

One man has got to have the responsibility for seeing to it that it 
flies. A plane is nothing more than a platform for guns or bombs. 
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{nd if you start dividing the responsibility for basic integral parts 
of it, you will never have a good weapon system. 

Senator Lone. Of course, you are doing part of this thing now, 
ipplying the parts, with the contractor furnishing you the finished 
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roduct. The question there is just how far should you go in fur- 
| shing the parts and materials from which the contractor assembles 
te e final product. 


Mr. Weppetyt. We started in July 1, 1951, to—— 
Senator Lone. Might I interrupt you to ask that you furnish for 
record the list of articles that you are buying and supplying to 
e prime contractors ¢ * 
™ Mr. GotpENn. We will be glad to do that. 
Senator Lone. Because those in turn are prime contracts, are they 
+7 
. Mr. Goutpen. Yes. 
Senator Lonc. When you buy wheels, tires, accessories, those are 
prime contracts ¢ 
: Mr. Gotpen. Yes, sir. 

Mr. WrpDELL. So we have screened, since that time, we take every 
purchase request and our small-business specialist goes over it to see 
f it isan item that belongs in the small-business potential. He takes 

t the airframes, he takes out the huge electronics systems and 

e jet engines, and so forth. 

Senator Lone. I want to get the whole picture here. How much 
time is generally lost in turning these contracts over to that specialist 
n giving him the opportunity to go through it and see what he might 
be able to provide for small business? 

Mr. Wrppett. I am glad you asked that, Senator, because we made 
quite a test on it. 

This purchase request is a copy which goes to the Small Business 
Office, while the other copy that goes to the buyer is being coordinated 
iround through the Financial ‘Branch and ‘so forth. There is no 
holdup in procurement whatever. 

Senator Lone. Do you try to work it so that the time spent in seeing 
whether small business can do part of this work is simultaneous to 
the time being spent processing the contract for bid by prime con- 
om 

. Weppeti. Yes, sir, and the time it takes to have the specifica- 
tions : ‘and the drawings prepared, getting ready for mailing, during 
that time the small-business speci: alist is working on it but is not hold- 
ng up the procurement in any way whatever. 

Senator Lone. In other words, this time is not lost from the time 
that it takes to let your contract. 

Mr. Weppewy. That’s right, sir. 

Senator Lone. The reason that I am particularly concerned about 
that is that when the Army ran out of ammunition in Korea and it 
took so long to get the ammunition going, we discovered that one of the 
causes of the delay was that the Army had to take the contract and 
see whether a small-business concern could manufacture any of it. 
This caused one of the many delays that occurred before the Army 
finally got the ammunition over there. I see you feel that you have 
worked out a method of avoiding that. 





* See appendix 3, beginning p. 499. 
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Mr. Weppewx. That’s right, sir. Then after setting aside those 
things which are obviously not in the small-business potential, \ 
arrive at a sort of gray area. 

There are some that very clearly can be made by a small business, 
There are some that very clearly cannot. But then you have got this 
area in there where there is some question. 

Now, we determine that in this way. If it is something that we 
have bought before and a small concern has ever bid on it, whether he 
got the contract or not, if he has bid on it and made a legitimate bid, 
it certainly means that small business itself has decided that that is 
an item that belongs in its potential. So we put it in the potential, 
and we keep it in the potential. 

Senator Lone. In other words, if small business has bid on an item, 
you feel that is in the small-business potential. 

Mr. Weppe.v. It belongs in the small-business potential. If it is a 
new item that we have never bought before, it may be a new jet 
engine, of course, that goes out, but if it is not that type, then we say 
this may be in the small-business potential. We will put it in the 
small-business potential, tentatively. 

We will cublieins it. We will publicize the procurement. If any 
small-business concern shows any interest in that, we leave it in the 
potential whether he gets the award or not. 

But if, after 1 or 2 go-arounds of that kind, we find that no 
small-business concern ever comes up with any kind of a bid on the 
thing, then we say this seems not to be in the small-business potential 
and we take it out. So we report on that basis 

Mr. Forsyrur. You say 1 or 2 items, Mr. Weddell. Is that 
pretty much a rule of thumb? 

Mr. Weppe... It depends upon the circumstances. If the small- 
business specialist—and he is the one that makes the determination 
there—feels that this item has been adequately publicized and enough 
time has been given for small-business concerns to properly figure 
their bids, and none of them have shown any interest in it, he can take 
it out of the potential. 

If, on the other hand, he feels the way this one was handled there 
was not sufficient time on this item, he will leave it in the potential 
and see what happens on the next procurement. 

Our instructions to the small-business specialist are to lean over 
backward. We would rather have something listed in the small-busi- 
ness potential which really does not belong there than to have some- 
thing taken out of the small-business potential that could be there. 

Senator Lone. Who is the small-business specialist at the present 
time ? 

Mr. Weppett. Mr. Johnson is a small-business specialist, for ex- 
ample. We have a total of 43, of whom 14 are on duty in the pur- 
chasing offices. The others are on duty in those field offices that I 
spoke of where they work on subcontracting. Just 14 of them are 
in our purchasing offices. 

Senator Lone. Are you also a small-business specialist? I would 
like to know who has the final responsibility for that decision. 

Mr. Weppetu. It is the small-business specialist in the purchasin 
office where he is located. I am a small-business specialist, but 
am a small-business specialist here at headquarters where I do not 
deal directly with procurement. 
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Senator Lone. In other words, it is decentralized to the extent that 
the decision is made in the field rather than in Washington. 

Mr. Weppe.u. It is made right in the field, and the small-business 

pecialist discusses it with the buyer. 

Senator Lone. You do not have the final responsibility for that de- 

sion here in Washington ¢ 

Mr. Weppetu. That’s right. Our responsibility here is to lay down 
the program, set up the criteria that must be followed, but the actual 
carrying out of it belongs to the man out in the field where he is 
acquainted with the full circumstances and all the situations there. 

Mr. Forsyrue. I would like to ask one more question on this po- 
tential, Mr. Weddell. Suppose, in this year, 1954, you advertised a 
certain product or a certain item and you don’t get any small-business 
bids. 

We will say you go around twic? on it and still you don’t get any bids 
from small business, and you decide, or your small-business specialist 
decides to cast it out of the field which we call potential for small 
business. 

Now, how long does it stay out? If we are going to go after the 
item again next year, in 1955, are we going to throw it back into that 
potential and see what we get then ? 

Mr. Weppetu. Let me say this, Mr. Forsythe. Whether or not an 
item is in the potential has nothing at all, has no bearing on whether a 
person can bid or cannot bid. It is simply for a matter of our own 
statistical reporting. 

An item that is not in the small-business potential is still offered to 
industry and, if any small-business concern, at any time comes in with 
a response bid, we say from here on we will list that for statistical 
purposes in our small-business potential. 

Mr. Forsytue. That is the reason I asked the question, because that 
can distort your percentages if you just so happen not to get a bid from 
a small-business concern on, we will say, X number of items this year 
that we have offered bids on, and we throw them out in figuring out 
percentages, and then we figure the awards that were made to small 
concerns, that is going to give our percentage of accomplishment—it 
is going to kick it up. 

Mr. Weppve.u. Not the way we—— 

Mr. Forsyrue. You think you have got that covered ? 

Mr. Weppett. That’s right. The procurement might be an emer- 
gency procurement. It doesn’t make any difference. 

If that item can be made in a small plant, we charge it against our 
small-business potential, even though no small-business concerns even 
has an opportunity to bid on that particular procurement because 
of its emergency nature. 

Senator Lona. Let me ask this question. Suppose you have one 
officer in Tulsa and another in New England, and the man in New 
England gets the bid on that particular item. Do you include that 
item in the nationwide small-business potential or do you include that 
item only in New England where a small concern bids on it? 

Mr. Wepvett. It is nationwide. All of these purchases are made on 
a nationwide basis, Senator. 

Now, in doing that, we have found the first year we put this into 
operation, the small-business potential in our purchasing was $1,263 
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billion. Small-business concerns got practically $700 million of that, 
or 55 percent. (See chart LV.) 


CuHarT IV 
A/R FORCE SMALL BUSINESS PROGRAM 
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The following fiscal year the potential for small business dropped 
down to $837 million. The awards to small business were $608 million, 
or 73 percent. 

In the first 6 months of this fiscal year, the potential for small busi- 
ness is approximately $200 million. Small business has received $155 
million, or 78 percent. 

I am interested in this increased effectiveness of a program where 
we are not shutting off competition in any way whatever. We are 
inviting one and all to come in and bid on these things, and we find 
that small-business concerns by being given a fair opportunity to know 
what we are buying and know it in time to figure their bids properly, 
their awards have gone up from 55 percent to 73 to 78 percent. 

This makes us feel that not only is small business sharpening its 
pencil pretty well because they are low bidders on these things or they 
wouldn’t be getting the awards, but also, we feel that our small- 
business specialists and the contracting officers are really doing a job 
in making sure that small concerns do have a full opportunity. 

Senator Lone. That is a very impressive showing you have there. 
However, I cannot help but notice that although the percentage of 
total awards has gone up from 55 percent to 78 percent of potential 
small-business contracts, the amount of business for small business 
has gone down from $1,263 million to $199 million. 

Now, is there some opportunity in this program for some group 
representing the small concerns to advise and consult on the accu- 
racy of that first figure, that is the total awards that are capable of 
being produced by small business ? 

Mr. Wenppetu. Yes, sir, there is; and it is being done. The repre- 
sentatives of the Smal] Business Administration jointly screen these 
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procurements with our own small-business specialists. They work 
together on that. 

Now, the fact is, the potential for small business has been coming 
down. As Mr. Golden stated, because of the increased complexity of 
the items we are buying, that is nec essarily so, but small business is 
getting an increased umount of its potenti: al. 

This figure we cannot help. As the items we buy get more com- 
plex and more complex, that figure will still be less, but if we can 
keep boosting this award percentage, or maintaining it at the rela- 

ively high point where it is, right now it is higher than 78 percent, 
and I hope we can maintain that for the balance of the year, if we 
can make sure that everything that is in the potential is properly 
offered to them, we are very confident that the ‘y are going to continue 
to get from 75 to 85 percent of those dollars in open competition with 
larger concerns. 

Senator Lone. Let me ask you about one particular item. I have 
been impressed by the enormous amount of electric cable there is 
nside of modern aircraft, whether they are jet bombers or whether 
they are fighters. You have a huge electric cable there to connect all 
the electrical equipment to the powerplant and batteries, and so forth. 

It seems to me that about 20 percent of the weight of the aircraft 
must be in electric cable by the time all of these electrical circuits are 
connected, Does small business have an opportunity to bid on manu- 
facturing those cables ? 

The reason I ask is that it occurs to me a smaller concern could 
manufacture the cables and supply them to a manufacturer who would 
use them in assembling aircraft. Are these out on prime contracts 
just for the cables or does the bidder on the finished product for the 
aircraft bid on these? 

Mr. Gotpen. That is a supplier to a prime contractor. 

Senator Lone. In other words, that is a subcontract ? 

Mr. Goupen. Yes. 

Senator Lone. Conceivably, it could be let out on prime contracts, 
couldn’t it? 

Mr. Gotpen. You would be tampering with the effectiveness of that 
whole electronics system, which might be the fire-control system of 
that plane. 

Senator Lone. Of course, that is one of the problems that you have 
to deal with. You have to decide whether you should let it out on 
prime contract or let the producer of that aircraft subcontract it. 

Mr. Gotpen. That particular item, Senator Long, is almost an in- 
tegral part of the plane, like a structural member, because each piece 
has to sort of tack on and somebody has to keep track of where the 
power from the engine gets to the electronics equipment, et cetera. 

Senator Lona. In other words, you can draw up specifications for 
it. You know very well that any prime contractor ordering that from 
a subcontractor is given specifications, because a cable has to be a 
certain length and it has to have a certain number of wires in it. 

Mr. Gotpren. I know it would increase the prime’s job to a point 
where, if we tried to supply him with things like that, we would all 
get overcomplicated. 

I will say this. We do buy that kind of wiring that goes into 
planes. We buy that stuff at our depots for our overhaul work. We 
do buy a lot of it direct. 
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Senator Lone. That is the point I have in mind. If you wanted 
to, you could supply itto him. You could say, “Here is a B47 bomber 
and we will supply the electric cable to put in it.” 

Mr. Gotpen. We could also say: “We will supply you with this 
particular spar that goes into the plane. We will buy it direct from 
the forge manufacturer. We will also buy sheet aluminum direct,” 
[f we did that I don’t think we would ever get our job done. 

We actually have got to place the responsibility on the weapons 
system prime contractor to buy the structural and the integral parts 
of the plane. 

Senator Lona. It is all a question of degree. 

Mr. Goupen. Yes, sir. 

Senator Lone. It is a question of deciding on how far you want to 
go with it, and I was wondering to what extent the smaller concerns 
have been offered an opportunity to go over this total picture with 
you to agree that your decision is correct in arriv ing at the particul: ir 
figure of $199 million available to small business on prime contracts. 

Mr. Weppeti. We have this, Senator. Whether he gets it as a 
prime contract or as a subcontract from a prime contractor, makes no 
difference to the small-business concern as long as he has the oppor- 
tunity to quote for that job. Now, you will see from a later chart 
here how well our prime contractors are doing in themselves buying 
from small concerns. 

Senator Lona. There is this difference. A smaller concern is more 
or less a supplicant going to the prime contractor for a contract. 

If he is bidding against that prime contractor for one of the parts, 
he is in position to make the profit that the prime contractor would 
otherwise make by beating him down on his price, and if he is able 
to underbid the prime contractor, then the Government saves the 
difference between what the prime contractor would have charged 
for that particular part. 

Mr. Weppeti. You are aware, of course, of the contract clause we 
have in all of our prime contracts which calls upon the prime con- 
tractor to make the most extensive use of small-busines concerns as 
subcontractors and suppliers to the extent that he finds feasible in 
carrying out the responsibilities of the contract. 

Now, it leaves it to his judgment as to whether he makes that in 
his own plant or buys it outside, but that is where our small-business 
program comes in, because our small-business specialists and our 
contracting officers in the plants, and our plant representatives, are 
constantly working with these prime contractor officials to make cer- 
tain that to the extent they can—they can’t always do it, there are 
some cases where, if they have got a engupete idle wing of their factory, 
it is a matter of laying off some of their own employees in order to 
place it outside with someone else, and this may so affect their over- 
head situation that it would not be a feasible thing to even suggest. 

Senator Lone. That is a desirable term to put in the contract, but 
there is really no basis on which you could enforce that against the 
contractor who didn’t care to use it. Have you ever had a case where 
you have gone to court to make someone use a small concern as a 
subcontractor ? 

Mr. Weppetx. We could not, and we would not, sir. 

Senator Lone. It is only a gentleman’ s agreement, and is no better 
than the gentleman you are doing business with. 
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Mr. Gotpen. I would like to answer your original question more 
lirectly. Our records show, of course, more small-business dollars 
re made by subcontractors and suppliers than primes. It is 4 to 1. 

I would say generally, from my experience, that the ordinary sup- 
plier, vendor and subcontractor would rather not deal with the Gov- 
ernment in many cases, and more specifically I think, in general, the 
profit margins allowed by the Government are less than suppliers and 
vendors get as subcontractors. 

It is in that area that I think, for example, the Renegotiation Act 
as a greater impact. In other words, you usually find that primes 
vet reasonable profits. They are in the public eye and they are closely 
yvatched by us. The Renegotiation Act has had its greatest appli- 
ability on subcontractors where we don’t have as great an oppor- 
tunity to supervise. 

Senator Lona. Isn’t there a problem in connection with the Renego- 
tiation Act relating to the desirability of a businessman bidding for 
Government business ? 

In other words, is there some feeling on the part of some large and 
small contractors that they are not too anxious to do business with 
the Government because they have to renegotiate? I wonder to what 

egree we are being helped by the Renegotiation Act. 

Mr. Goxpen. I don’t think we are being hurt at all. I think by 
nd large most contractors are willing to have it in emergency periods, 
just as we feel it is not needed in nonemergency periods. I have not 
noticed any reluctance because of renegotiation, mainly because I 
think the renegotiation people have, by and large, done a good job. 
| think they have been fair and approached it realistically. 

Mr. Forsyrue. A while back you said, just getting off the track 
for a second, in dealing with title 2 of the First War Powers Act, 
the Second War Powers Act, Public Law 921, or whatever you want 
to call it, hardship cases, you said it was your feeling or your belief 
that it isn’t something that should be handled in the military, that 
there ought to be some other agency or a court or something set up to 
handle it. 

Mr. Gotpen. Just the spiraling economic increases. 

Mr. Forsyrue. How about this renegotiation where you are coming 
in and going down. You are saying that you have made too much 
profit, now let’s get down here on take some away from you. Is that 
something you want handled outside, too, or do you want that handled 
by the military ? 

Mr. Gotpen. As you know, that is in a separate Renegotiation 
Board, a national policy right across the board. The idea there is to 
make sure that we don’t have profiteering running rampant. 

I think it is a good thing in emergency times, because right after 
Korea there was a rush and I don’t think people do as good a job in 
negotiating in an emergency period where you have got to get your 
orders out quickly. Production is the key thing. At this particular 
time we have reached the point where now we are emphasizing price 
more than we are production. 

Senator Lona. In nonemergency periods you should be sufficiently 
well organized that you would not have to ask for renegotiation. 

Mr. Gotpen. That’s right, sir. 

Mr. Forsyrue. On these subcontracts now, one thing that disturbs, 
or has disturbed the committee for some time is the emphasis of the 
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Air Force on subcontracts, not that it is bad—it is good—but the fact 
that we are zeroing in on the subcontracting phase instead of the 
prime-contracting phi se, as far as small business is concerned: 

Now you say that you put into the contract this phrase or this termi- 
nology that you urge them to deal with subcontractors, and you also 

say that you have district offices and regional offices where you give 
out information on prime contracts so ‘that the little fellow would 
know where to go. 

One complaint we have had is that that sounds good, but it doesn’t 
work too well in reality because these companies who are your major 
primes have got their subcontractors pretty much picked out either 
through experience, historically or back through World War Il, and 
when they bid, if it is on a bid basis with you, before they put in their 
bid they know very well who they are going to have as subcontractors, 
because they have got to get their quotations before they bid to you. 

If it is negotiation that you are after and you are negotiating with 
them, they still know who their subcontractors are going to ‘be, SO 
that you say that the subcontracting field is wide open, I wonder if 
that is completely the true picture, or whether or not it is a little bit 
more closed than pan figures might indicate. 

Mr. Weppetu. I don’t believe it is closed. From my own experi- 
ence in talking with prime contractors and with small plants, I don’t 
believe it is closed. 

True, when they make their bid, their proposal, they have to know 
what price to put in for the parts that they plan to subcontract. They 
know they can get it from this particular company for this price, 
but that iooen t necessarily mean that that is going to be their source. 

They will still negotiate with other firms to try to find the best 
supplier both from a location standpoint and from a cost standpoint 
and from a quality control standpoint, and there are small-business 
concerns, not as many as there were 2 years ago, but new suppliers 
going into the subcontracting structures of our primes. Since we 
are talking so much on subcontracting, I would like to take the chart 
on subcontracting and show what our primes are doing. 

Senator Lone. Suppose we proceed in the order you have planned. 
I think that would be better, because there will be less likelihood of 
repetition, if you will reserve your points until he gets to it. 

Mr. Weppeti. Speaking then about prime contracting, the place- 
ment of contracts by the Air Force, there has been considerable dis- 
cussion about whether small business fares better through formal ad- 
vertising or through negotiation. 

We have quite a record to present to the committee on that (see 
chart V). 

The total awards to all industry in these first 6 months of fiscal 1954 
handled by advertising involved 22,000 separate transactions. Small- 
business concerns received the awards on 20,000 or 21,000 of those in 
number, or 91 percent. That is speaking of the number of procure- 
ment actions. 

Dollarwise, $45 million of that was placed with all industry by ad- 
vertising, of which small-business concerns received $25 million, or 
55 percent. That is, 55 percent of the overall, whether it was in the 
small-business potential or not. 
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CHART V 


A/R FORCE SMALL BUSINESS PROGRAM 


PROCUREMENTS IN FIRST SIX MONTHS FISCAL YEAR 1954 


ADVERTISED NEGOTIATED 
NUMBER VALUE NUMBER 
TOTAL AWARDS TO INDUSTRY 22,545 45,717,000 
AWARDS TO SMALL CONCERNS 20,903 25,313,000 : 

PERCENT OF TOTAL AWARDS 1% 55% 6% 
BALANCE AFTER DEDUCTING ITEMS 
REQUIRING LARGE CONCERNS 
AS PRIME CONTRACTORS 22,507 | $31,776,000 341,210 _~—«| $167,772,000 

PERGENT AWARDED SMALL CONCERNS 1% 80% 78%, 71% 
BALANCE AFTER ALSO DEDUCTING ALL 
PROCUREMENTS UNDER -£10,000 
(362,659 PURCHASES AVERAGING $224) 476 $17,521,000 582 $ 101,420,000 

AWARDS TO SMALL CONCERNS 386 14,023,000 494 90,470,000 

PERCENT TO SMALL GONGERNS 80% 80% 85% 90% 
TOTAL IN OPERATION PACEMAKER 49 =| #4 302,000 230 74,036,000 

NUMBER OF SOLICITATIONS 2157 3712 

NUMBER OF QUOTATIONS, LARGE CONCERNS 5 i 

NUMBER OF QUOTATIONS, SMALL CONCERNS 312 825 

AWARDS TO SMALL CONCERNS 47 | $693,000 222 $70,760,000 

PERCENT TO SMALL CONGERNS 63% 96 % 

SAME PERIOD IN 1953 54% 83% 

ENTIRE FISGAL YEAR 1953 72% 70% 





Now, when you come to negotiation, there were 342,000 separate 
procurement actions, and small-business concerns received the awards 
on 78 percent of those actions. Dollarwise, the negotiated procure- 
ments came to $2,168 million in this period. Small-business concerns 
received $130 million of that overall figure, which includes airframes 
and jet engines and everything of that sort, or 6 percent. 

Some people will immediately leap to the conclusion, well, it must 
be better for small-business concerns when we handle things through 
advertising rather than through negotiation because look at those 
percentage differences. 

As a matter of fact, a very large amount of this negotiated figure 
is made up of items such as airframes, jet engines, and so forth, which, 
whether you advertise them, negotiate them, or hand them out on a 
silver platter, small-business concerns could not, probably, touch, so 
the first thing you have to do considering the small-business aspect of 
this question is to take out those things that are not in the small- 
business potential. 

In this set of figures here, we have taken out those that we know 
are not in the small-business potential. It brings down very few of 
the advertised procurements in number and just $14 million dollar- 
wise. Small-business awards are still the same as they were before, 
but it is 80 percent now of the advertised amount of the small-business 
potential. 

In the negotiation part of this chart, it takes out less than a thou- 
sand of the procurements by number, when we take out the engines 
and the aircraft, but it takes out $2 billion of that $2,168 million. 
The remaining $168 million is the small-business potential that was 
handled through negotiation, and small-business concerns received 
that amount or 77 percent of their potential handled by negotiation. 
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Those are almost standoff figures, but there is another element in 

here that, in order to be entirely correct, you might say, we want to 
take out: the tremendous number of purchases under $10,000, chiefly 

in fact, small purchases under $1,000. 

We take those purchases out of these figures, because nobody deter- 
mines on these actions under $10,000 whether they belong in the small- 
business potential or not. There are too many transactions and they 
are too small, dollarwise. When we take those out, we take out 362,000 
purchases, and they average $224, so you can readily see that about 90 
percent of those must have been under $1,000.* 

Now, when you take those out, you wind up with 476 procurement 
actions in the advertised area for a total of $17,500,000. 

Awards to small-business concerns, after taking out those under 
$10,000, is $14 million, or 80 percent of the advertised potential over 
$10,000. In negotiation, when we take out those under $10,000, we 
wind up with 582 procurement actions and $101 million in the small- 
business potential over $10,000. Small-business concerns received 
$90 million of that, or 90 percent of their known small-business poten- 
tial handled through negotiation. 

So we find there is this much difference, 80 percent against 90 per- 
cent, shown in this 6-months’ period, but it isn’t very much of a 
difference. 

We expect it will more or less level off before the end of the year, 
and we will wind up with about the same percentage going to small 
business through negotiation as through advertising. 

Now, this chart (chart V) has an interesting thing here at the 
bottom. We have Operation Pacemaker, which only handles un- 
classified procurement over $10,000. That is a very specific oper- 
ation which is covered in the formal statement that I have turned in 
to the committee and which I am sure your committee is pretty well 
familiar with. We discussed it at previous hearings. 

That Operation Pacemaker gives us some very ex: ret figures. Of 
the procurements in the small-business potential that were handled 
by advertising, $4,302,000 of them were handled in Operation Pace- 
maker. Forty-nine procurements in that 6-months’ period. 

We contacted 2,157 business concerns, large and small. We got 
back 115 bids from large-business concerns, and 312 bids from small- 
business concerns, and small-business concerns received 63 percent 
of the dollars involved by underbidding the large-business concerns, 
and also, of course, being quite competent to handle the procurement. 

In negotiation, so many people feel that in negotiating we deal with 
a few concerns in a dark room somewhere. There were 230 of these 


——— 


* Following figures subsequently supplied by Department of the Air Force: 
SUMMARY OF AIR FORCE PROCUREMENT ACTIONS, FISCAL YEAR 1953 


y 
Procurement category poe Dollar value 





$1 to $9,999 y $300, 110, 000 
$10,000 to $24,999......... deee tetinin nethehadendieinndiaadisatiait atic iamlonbes 5, 329 78, 050, 000 
EO ID ok, cccischdadddbudcnbabbeindidaaweniwabiiddctinbeoti 2, 882 91, 084, 000 
I I he a i hid elle ain deainehdincinh pep eiananiiin 1, 840 115, 097, 000 
$100,000 and over 4, 041 14, 358, 816, 000 


963,196 | 14, 943, 157, 000 
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procurements amounting to $74 million handled in Operation Pace- 
maker. We sent out requests to 3,700 plants, large and small. We 
vot back 111 proposals from large businesses and 825 proposals from 
small businesses, so there is plenty of competition in there. 

Small-business concerns were able to get $71 million of that or 96 
percent of their potential through negotiation in full competition with 
large-business concerns, because they were not only competent to 
handle the procurement but they gave the best price to the Govern- 
ment. Now that is for this 6-months’ period. 

In the comparable period last year, small-business concerns got 54 
ercent of the advertised and 83 percent of the negotiated. 

For the full fiscal year of 1953, it was a standoff between the two, 
66 percent they got through advertising, 66 percent they got through 
negotiation. 

I wanted to bring those figures out, Mr. Chairman, because at least 

the type of procurement that the Air Force handles, which is more 

f a technical nature than boots and shoes, or foodstuffs, for example, 
small-business concerns have, year after year, been able to get just as 
large a percentage of the negotiated procurements as they do of the 
idvertised procurements. It doesn’t make any difference whether 

e advertise or negotiate, so far as small-business interests are con- 
cerned. 

On subcontracting (chart VI), this is for the period July 1951 

rough January 1954. Prime contracts placed with industry for 

rframes, engines, and other major items which require large con- 
cerns as prime contractors, came to $26 billion. 


Cuart VI 


AVR FORCE SMALL BUSINESS PROGRAM 
SMALL BUSINESS CONCERNS AS SUBCONTRACTORS AND SUPPLIERS 


PRIME CONTRACTS FOR AIR-FRAMES, ENGINES AND OTHER MAJOR, 
ITEMS REQUIRING LARGE CONCERNS AS PRIME CONTRACTORS... .*26,1 34,000,000 


PORTION PLACED OUTSIDE, OR TO BE PLACED OUTSIDE, 
WITH LARGE CONCERNS IN IST AND 2ND TIERS $8,102,000,000" 


PORTION PLACED OUTSIDE, OR TO BE PLACED OUTSIDE, 
WITH SMALL CONCERNS NW \ST AND 2ND TIERS 
PRIME CONTRACTS FOR ALL ITEMS WHICH CAN BE PRODUCED 
EQUALLY WELL BY LARGE OR SMALL CONCERNS........-.-.- $2.357,000,000 
AWARDED TO SMALL CONCTKNS AS PRIME CONTRACTORS 
AWARDED TO LARGE CONCERNS AS PRIME CONTRACTORS 


PORTION PLACED OUTSIDE, OR TO BE PLACED OUTSIDE, 
WITH SMALL CONCERNS \W AST AND 2ND TIERS 


SUBCONTRACTS PLACED, OR TO BE PLACED, 
WITH SMALL CONCERNS 


* ALL SUBCONTRACT FIGURES BASED OW STATISTICS REPORTED BY 100 AIR FORCE PRIME 
CONTRACTORS ON TOTAL CONTRACTS OF #/556§ 000000 ANP CONSIDERED AN ADEQUATE “SAMPLE.” 


The portion placed outside, or to be placed outside, by those large 
prime contractors with large concerns for wings, for example, or 
some other very large part of the plane, large concerns in the first and 
second tiers, comes to $8 billion. The portion that these same prime 
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contractors placed with small-business concerns in the first and second 
tiers, came to $514 billion. 

Now, these were items that require large concerns as prime con- 
tractors. In that same period we bought items valued at $2,357,000,- 
000 that do not require plants having more than 500 employees, in 
other words, the small-business potential. But if it is potential for 
small business, larger business concerns can also make them, whether 
they have 525 or 725 e re yloyees, or more. 

Of this total, small-business concerns received $1,506,000,000 in 
that period - time. $852 million was placed with large concerns be- 

‘ause they gave better prices or made better proposals than small 
concerns, but as to that $852 million that went to large-business con- 
cerns, they, in turn, subcontracted to small business $179 million. 

We finally wind up with this figure: That through subcontracting, 
small-business concerns in this period received $5,667,000,000, and 
when you add what they received from prime contracting, they re- 
ceived a grand total of $7,173,000,000. There is approximately a 
t-to-1 ratio between what they received as subcontractors and what 
they received from the Air Force as prime contractors. 

Senator Lona. In other words, out of the total of $26 billion— 
there is more than $26 billion. This is actually about $28, 480,000,000 
involved there. Out of that $28,500,000,000 small business got about 
$7,173,000,000. That would indicate that small business had about 
25 percent of the total. 

Mr. Weppett. Approximately that, yes, sir. Now the question of 
ourse comes up—that was a year ago—what has been going on dur- 
ng this past 12 months’ period, for the chart I have just ‘shown is 
based on a survey made by a hundred of our large prime contractors 
a year ago. {Refers to chart VI. 

So we went to 6 of our large prime contractors and asked them, 
“What have been your commitments in calendar year 1953,” and these 
6, by the way, consist of Boeing, both at Wichita and at Seattle; North 
American, both in Los Angeles and Columbus; Douglas Aircraft on 
the west coast ; Republic Aviation on the east coast; Wright Aeronau- 
tical and Hughes Aircraft. You will recognize those as being pretty 
large prime nee of the Air Force. (See chart VIL.) 

In the calendar year 1953, they made commitments outside of their 
own plants or of eave own affiliates of $1,660,000,000, and $572,000,000 
of that was commitments made with small-business concerns, Thirty- 
four percent of all they placed outside was placed with small concerns. 

Now it happens that two large primes, in cooperation with the Air 
Force and to try to carry out the whole governmental small-business 
program, put into effect in their plants a screening procedure similar 
to what we have in our own major purchasing office similar to our 
Operation Pacemaker, whereby they determine the potential for small 
business in their own purchases made by their own purchasing depart- 
ments.” 

Those two plants gave us eee figures. Of the $403,000,000 which 
they placed in the « alendar year, $200 million of that was found to be 
in the small-business potenti: iL ‘and small-business concerns received 
$159 million of it. 

That is 40 percent of what they committed entirely, but is 80 percent 
of the potential, which is very close to the percentage that we find at 


® See AF Procurement Instruction No. 70 


ce ll bss ica 2 a. 
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Cuart VII 
AIR FORCE SMALL BUSINESS PROGRAMS 


SMALL BUSINESS PARTICIPATION AS SUBCONTRACTORS & SUPPLIERS 
FIRST (IER CMY 


COMMITMENTS MADE IN CALENDAR YEAR 1953 * 


WITH ALL SUITABLE FOR PLACED WITH 
OUTSIDE CONCERNS SMALL CONCERNS SMALL CONCERNS 


6 LARGE PRIMES $1,660,000,000 (NOT KNOWN) $572,000,000 
(8 PLANTS) 100% 34% 


2 LARGE PRIMES —# 407,701,000 199,957,000 #159,329,000 
100% ---------------- 407% 


1007%------ 807. 
TWO LARGE PRIMES REPORTED ON THEIR NEAREST FISCAL YEAR. 


r own purchasing offices when they take the potential into considera- 

. We generally find that small-business concerns are able to com- 
te and meet all the specification to the extent of about 80 percent of 
ir dollars in the potential, 

Senator Lone. These two large prime contractors followed a pro- 
edure that raised the small-business share up to 40 percent. 

Mr. Weppe.tu. That’s right, sir. 

Senator Lone. Forty percent of their prime contract. Now that 
ompares with an overall situation in which small business is getting 
round 25 percent of your prime—if you turn back to the previous 
hart you have there 

Mr. Weppe.u. That was 25 percent, Senator, of the Air Force pur- 
hases over all. 

Senator Lona. Yes. 

Mr. WeppeLL. It is properly compared to the rest of these 6 primes, 
34 percent of what they placed ouside was placed with small business. 
Those two particular companies placed 40 percent of their total outside 
commitments, with small concerns before we take into account the 
small-business potential. As to these particular companies, I feel 
there are two things that should be considered. 

One thing is this. The very fact that they went through this 
operation of checking every purchs ise they made, could very well have 
I nad § an effect on their purchasing agents to make sure that they were 

ore careful than normally in m: naking certain that they worked with 
small business, because when they get a purchase order coming down 

from headquarters saying, “Buy this, and it is in the small-business 
potential,” I think that has a psy chological effect on a buyer any time. 

Senator Lone. Will you tell me again who are those last two prime 
contractors ? 

Mr. Weppeti. These two are Republic Aviation and Bendix Radio 
over here in Towson, the Bendix Radio division of the overall 
Bendix Co. 


46619—54——_17 
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Senator Lone. That would indicate these two concerns have 
been able to do business in such a way that 40 percent of their overal] 
business was distributed among smaller subcontractors. At the pres- 
ent time, that is as close to an ideal situation as you have been able 
to reach. 

If you go back to your previous comparison of subcontracting, it 
would not indicate on an average that small business has been able 
to do nearly that well, because on the average it looks as though it has 
only been able to subcontract out avout $51 billion ? 

Mr. Wepve.t. $514 billion. 

Senator Lone. Out of $26 billion. If you refer that to the total 
as you did with the two primes, comparing $514 billion to the $26 
billion, that gives you less than 20 percent, I would say 19 percent. 

Mr. WeppzLL. It is a different comparison, Senator, Cuca of this. 
We are talking about what they place outside. The 100 prime con- 
tractors on that other chart placed outside approximately $14 billion, 
of which small-business concerns got $5 billion, which is about 40 per- 
cent of what they placed outside. You cannot relate the overall 
figures of the earlier chart to that same thing. 

Senator Lona. Isee. Then your comparison with regard to Bendix 
and Republic relates only to the amount that they decided to place 
outside. 

Mr. Weppett. Right, sir. 

Senator Lone. And it works out as a similar figure then. 

Mr. Weppe.u. I want to be sure this is clear though. Included in 
here are the two Boeing plants and due to the nature of their work, 
they will place outside, for example, a complete wing assembly, which 
is a very healthy size of the plane when you take the two of them 
into consideration. That must be placed with a large business 
concern. 

That concern in turn will do a lot of subcontracting with small 
business in the second tier, but this chart goes only through the first 
tier. If we went into the second tier, you would find these figures 
greatly increased. 

Now this earlier chart that I showed you takes in both tiers, Senator. 
This one is the first tier only, and there can be no reflection on any 
particular company. The nature of their business is such that their 
major suppliers must be large, but they in turn subcontract. 

I had one other chart here which I got into difficulties with. (Chart 
not reproduced. ) 

The Boeing Co. in both plants sent in to me a list of the towns and 
cities in the United States where their small-business suppliers and 
subcontractors were located. I was interested in seeing what kind 
of a national distribution pattern it had. 

It was sent in tome. I thought, “Well, fine, I am going to make a 
chart on this and I am going to put a little red dot here for every 
town, not for every contractor, because New York could only appear 
once and there might have been 10 sources there.” Detroit would only 
show up once. But in checking the number of towns showing where 
they are located I found that there were 39 in the State of Connecticut 
and I couldn’t possibly get 39 red dots in the State on a map even of 
this size. 

I found there were 44 in the State of Michigan and I couldn’t do 
anything about that, so what I would like to do with your permission, 





MILITARY PROCUREMENT PROGRAM, 1954 249 


would be to introduce for the record the actual list of names of 
towns according to States, showing where the Boeing subcontracting 
structure with small business only is located. 

Senator Lona. That is just the one prime contrator ? 

Mr. Weppe.u. The one prime. 

Senator Lona. Do you have that list ? 

Mr. Weppvety. Our largest prime contractor, sir. 

Senator Lone. Do you have that list ? 

Mr. Weppett. I have that list. 

Senator Lone. May I see it? I don’t know whether we want to put 
that into the record. It might be too lengthy. 

Mr. Weppe.u. I got bogged down on this chart. I couldn’t show it 
there, sir. 

Senator Lona. These are concerns that do some form of subcon- 
tracting to Boeing? 

Mr. Wepvetu. For Boeing. One list is for the Wichita Division and 
the other is for Seattle. There are many duplications in there. 

Senator Lona. After looking over a State like California or Mich- 
igan, it is rather distressing to look at Louisiana. We only have two, 
Shreveport and West Monroe. That certainly is a formidable list. 

Mr. Weppe.u. You can see why I couldn’t show it on this map, sir. 

Senator Lona. You could have shown Louisiana on the map. 

Mr. Forsyrue. It is a good map, though. (Map not reproduced in 
this record). 

(The list above referred to is as follows :) 


Cities IN WaIcH SMALL-BUSINESS FIRMS SUPPLYING BorINe ARE LooaTED 


Alabama: California—Continued 


Anniston 
Arizona: 
Kingman 
Tucson 
California : 
Alhambra 
Anaheim 
Azusa 
Bellflower 
Belmont 
Berkeley 
Beverly Hills 
Brea 
Burbank 
Calexico 
Chula Vista 
Colton 
Compton 
Costa Mesa 
Culver City 
Denair 
Downey 
Duarte 
El Monte 
El Segundo 
Emeryville 
Fresno 
Gardena 
Garden Grove 
Glendale 
Hawthorne 
Huntington Park 


Inglewood 

La Canada 
Livermore 

Long Beach 

Los Angeles 

Los Nietos 
Lynwood 
Manhattan Beach 
Maywood 
Monrovia 
Montebello 
Newport Beach 
North Hollywood 
North Sacramento 
Northridge 
Oakland 

Palo Alto 

Palos Verdes Estates 
Paramount 
Pasadena 
Pomona 
Richmond 
Riverside 

San Bernardino 
San Carlos 

San Diego 

San Fernando 
San Francisco 
San Gabriel 

San Jose 

San Leandro 
San Rafael 
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CITIES IN WHICH SMALL-BUSINESS FIRMS SUPPLYING BoEING ARE LOOATED—Con. 


California—Continued District of Columbia: 
Santa Ana Washington 
Santa Barbara Florida: 

Santa Monica Cocoa 

Santee Coral Gables 
Sherman Oaks Jacksonville 
South Gate Melbourne 
South Pasadena Miami 
Stockton Orlando 

Sun Valley Ormond 
Torrance St. Petersburg 
Upland Tampa 

Van Nuys West Palm Beach 
Venice Georgia: 

Vernon Atlanta 

Vista Illinois: 

Whittier Alton 

Colorado: Aurora 
Colorado Springs Barrington 
Denver Bartlett 
Englewood Batavia 
Golden Belleville 
Littleton Bellwood 

Connecticut: Chicago 
Beacon Falls Cicero 
Bridgeport Crystal Lake 
sristol Decatur 
Centerbrook Deerfield 
Danbury Des Plaines 
Danielson Downers Grove 
Derby East St. Louis 
East Berlin Elgin 
Fairfield Evanston 
Glenbrook Forest Park 
Greenwich Galesburg 
Hamden Geneva 
Hartford Hamilton 
Kensington Joliet 
Meriden Libertyville 
Middletown Melrose Park 
Milford Mendota 
Milldale Moline 
Naugatuck Mt. Carmel 
New Britton Mundelein 
New Haven Oak Park 
New Milford O’Falion 
Newington Ottawa 
New London Rock Island 
Newtown Rockford 
Norwalk Sandwich 
Plainfield Skokie 
Plainville Springfield 
Portland Gildersleeve Summit 
Putnam Sycamore 
Rockville Woodstock 
Stamford Idaho: 

Stratford Coeur d’Alene 
Terryville Indiana: 
Torrington Beech Grove 
Wallingford Brownsburg 
Waterbury East Chicago 
West Cheshire Elkhart 
Westport Evansville 

Delaware: Fort Wayne 
New Castle Goshen 
Wilmington Hammond 
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CiTres IN WHICH SMALL-BusINEss Firms Suppryina Boerne Are Locatep—Con. 


Indiana—Continued 


Huntington 
Indianapolis 
Kokomo 
Lebanon 
Logansport 
Marion 
Muncie 
Shelbyville 
Valparaiso 
Warsaw 
Princeton 
‘- 
Ames 
Burlington 
Cedar Rapids 
Council Bluffs 
Davenport 
Des Moines 
Dubuque 
Fairfield 
Ft. Madison 
Keokuk 
Marshalltown 
Waterloo 
Kansas: 
Arkansas City 
Attica 
Coffeyville 
Emporia 
Great Bend 
Hill City 
Hutchinson 
Kansas City 
LaCrosse 
Lawrence 
Lyons 
McPherson 
Parsons 
Peabody 
Pittsburg 
Sabetha 
Salina 
Topeka 
Wellington 
Wichita 
Kentucky: 
Jenkins 
Lawrenceburg 
Louisiana : 
Shreveport 
West Monroe 
Maryland: 
Baltimore 
Jethesda 
Cambridge 
Silver Spring 
Tacoma Park 
Massachusetts: 
Ashland 
Attleboro 
Boston 
Beverly 
Braintree 
Brighton 


Cambridge 
Canton 
Chicopee 
Danvers 
Everett 
Framingham 
Haverhill 
Hingham 
Holyoke 
Hudson 
Lawrence 
Leeminster 
Littleton 
Lynn 
Malden 
Marlboro 
Melrose 

New Bedford 
Newburyport 
North Dighton 
North Quincy 
Pittsfield 
Salem 
Somerville 
Spencer 
Springfield 
Stoneham 
Stoughton 
Wakefield 
Waltham 
Warren 
Watertown 
West Springfield 
Worcester 


Michigan: 


Adrian 

Ann Arbor 
Baseline 
Battle Creek 
Bay City 
Belleville 
Benton Harbor 
Centerline 
Clawson 
Clinton 
Coldwater 
Dearborn 
Detroit 
Farmington 
Ferndale 
Franklin 
Grand Haven 
Grand Rapids 
Hazel Park 
Holland 
Jackson 
Kalamazoo 
Lansing 
Lexington 
Ludington 
Marquette 
Melvindale 
Monroe 
Mount Clemens 
Muskegon 
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CITIES IN WHICH SMALL-BUSINESS FIRMS SUPPLYING Borne ARE LOCATED—Con. 


Michigan—Continued 


Muskegon Heights 


Oak Park 
Owesso 
Parma 
Pontiac 
Port Huron 
Romeo 
Roseville 
Saginaw 
Three Rivers 
Van Dyke 
Walled Lake 
Wayne 
Ypsilanti 
Minnesota: 
Duluth 
Faribault 
Farmington 
Lake City 
Minneapolis 
St. James 
St. Paul 
Waseca 
Missouri: 
Cape Girardeau 
Higch Ridge 
Imperial 
Jackson 
Kansas City 
St. Charles 
St. Joseph 
St. Louis 
Nebraska: 
Columbus 
Cozad 
Hastings 
Lincoln 
Omaha 
Nevada: 
Carson City 
New Hampshire: 
Dover 
Keene 
Manchester 
Milford 
Nashua 
Peterborough 
New Jersey: 
Arlington 
Barrington 
Belleville 
Belmar 
Bergenfield 
Bloomfield 
Boonton 
Bound Brook 
Camden 
Carlstadt 
Cedar Grove 
Chatham 
Chester 
Clifton 
Dunellen 
East Rutherford 


New Jersey—Continued 


Eastontown 
Elizabeth 
Englewood 
Fair Lawn 
Garwood 
Harrison 
Hillside 
Irvington 
Jersey City 
Keansburg 
Linden 

Little Ferry 
Lyndhurst 
Maplewood 
Matawan 
Metuchen 
Monmouth Junction 
Montclair 
Morristown 
Newark 

North Bergen 
Orange 
Palisades Park 
Paramus 
Paterson 
Plainfield 
Princeton 

Red Bank 
Ridgefield 
Rochette Park 
Rocky Hill 
South Hackensack 
Summit 
Tenafly 
Trenton 
Westwood 


New York: 


Albany 

Astoria, Long Island 
Babylon 

Bronx 

Brooklyn 

Buffalo 

Castleton 

College Point 
Corona 

East Aurora 

East Rochester 
Elmhurst 

Elmira 

Elmont 

Flushing 

Garden City, Long Island 
Glen Cove 

Grand Island 
Hempstead 

Honeye Falls 
Huntington Station 
Jamaica 
Jamestown 
Jobnstown 
Kenmore 
Lancaster 
Lindenhurst 
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s IN WHICH SMALL-BUSINESS FirMs SUPPLYING Boretne ARE LocaTteD—Con, 


» York—Continued 
Long Island City 
Mamaroneck 
Manhasset 
Mineola 

Mt. Vernon 

New Hyde Park 
New Rochelle 
New York City 
Niagara Falls 
North Tarrytown 
North Tonawanda 
Olean 

Oswego 

Ossining 

Pelham 

Manor 

Port Washington 
Poughkeepsie 
Rochester 
Rockville Centre 
Rome 
Schenectady 
Sherburne 

South Ozone Park 
Southampton 
Syracuse 
larrytown 
lonawanda 
Cuckahoe 

Utica 

Warewick 
Westbury, Long Island 
White Plains 
Whitestone 
Yonkers 


rth Carolina: 


Charlotte 


Akron 
Ashtabula 
Bedford 
Brookville 
Byseville 
Canton 
Celina 
Chagrin Falls 
Chardon 
Cincinnati 
Cleveland 
Columbiana 
Columbus 
Conneaut 
Dayton 
Delaware 
Dover 

East Cleveland 
Elyria 
Galien 
Genoa 
Hamilton 
Lima 
Locklan 
Madison 
Mansfield 


Ohio—Continued 


Maumee 
Newark 
New Philadelphia 
Norwalk 
Orwell 
Perrysburg 
Ravenna 
Salem 
Shelby 
Rocky River 
South Euclid 
Springfield 
Tallmadge 
Troy 

Upper Sandusky 
Urbana 
Warren 
Wickliffe 
Woester 
Zenia 
Zanesville 


Oklahoma: 


Alva 

Blackwell 
Enid 

Hulbert 

Jet 

Oklahoma City 
Ponca City 
Poteau 

Tulsa 

Wakita 


Oregon: 


Eugene 
Gladstone 
Lebanon 
Portland 


Pennsylvania: 


Abington 
Ambler 
Brackenridge 
Bridgeport 
3utler 
Canton 
Cardondale 
Chester 
Collingdale 
Conshohocken 
Corry 
Doylestown 
Erie 
Harrisburg 
Hellertown 
Irwin 
Jenkintown 
Kingston 
Lancaster 
Lansdale 
Latrobe 
Meadville 
Midland 
Milmont Park (Delaware County) 
New Freedom 
New Kensington 
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CITIES IN WHICH SMALL-BUSINESS FirMs SUPPLYING BoEING ARE LOCATED—Con, 


Pennsylvania—Continued Virginia: 
Newton (Bucks County) Blacksburg 
North Wales Washington: 


Oakmont 
Oil City 
Philadelphia 
Pittsburgh 
Prospect Park 
Reading 
St. Marys 
Sharon Hill 
Shillington 
Tunkhannock 
Upper Darby 
Wayne 
York 
Rhode Island: 
Bristol 
Cranston 
Portsmouth 
Providence 
South Dakota: 
Yankton 
Tennessee : 
Harriman 
Memphis 
Nashville 
Texas: 
Bellaire 
Breckenridge 
Cotulla 
Dallas 
El Paso 
Fort Worth 
Garland 
Grand Prairie 
Greenville 
Houston 
San Antonio 
Utah: 
Salt Lake City 


Auburn 
Bellingham 
ove 
Everett 
Hoquiam 
Kent 
Kirkland 
Olympia 
Puyallup 
Renton 
Seattle 
Sedro Woolley 
Spokane 
Sumner 
Tacoma 
Yakima 


Washington, D. C. 
West Virginia: 


Moundsville 


Wisconsin: 


Appleton 
Beloit 
Burlington 
Fond du Lac 
Green Bay 
Janesville 
Kenosha 
LaCrosse 
Lake Geneva 
Madison 
Manitowoc 
Milton 
Milwaukee 
Racine 
Sheboygan 
Stevens Point 
Tomah 
Waukesha 
Waupun 


Vermont: Wyoming: 
Lyndonville Cheyenne 


Mr. Weppve.u. There are two other things I wanted to suggest that 
might be appropriate for the record, Mr. Chairman. ; 

One of them is a typical example of what one district office, which 
happens to be St. Louis, did in connection with covering the territory, 
calling on chambers of commerce and businessmen’s organizations to 
present to them the Air Force program, and to try to get them to list 
themselves in the district office. 

I have a report on that from the chief of that office, and if it would 
be appropriate, I would like to present it for the record. It is a typical 
example of the type of thing that goes on in our field offices. 

(The document above referred to is as follows :) 
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Sr. Louris Arr PROCUREMENT DISTRICT, 
OKLAHOMA CiTy AIR MATERIEL AREA, 
St. Louis 1, Mo., March 1, 1954. 
Subject: St. Louis Air Procurement district small-business program activities, 
rough: Commander, Oklahoma City Air Materiel Area, Attention: OCP, OCPA, 
Tinker Air Force Base, Oklahoma City, Okla. 
Headquarters, United States Air Force, Attention: AFMPE, Mr. J. K. Wed- 
dell, Room 4C264, Pentagon Building, Washington 25, D. C. 

1. This refers to and confirms the verbal briefing which our small-business 
specialist, Mr. K. E. Kichline, volunteered to your headquarters January 29, 
1954, during the course of the Fourth National Conference of Air Force Small- 
Business Specialists. 

2. Specifically, subject activities embrace the period of January 4 through 
January 15, 1954, during which the writer and Mr. Kichline completed a 2-week 
tinerary throughout the jurisdictional area of this district. 

3. In accordance with your request, this detailed summary is submitted for 
nformational purposes ; also for potential use by your headquarters with regard 

official presentation and/or publicizing of the Air Force small-business pro- 
gram. Although this summary may appear somewhat belated, a reasonable 
period has been allowed for the results of expended time and effort to crystallize. 

4, Organizations visited included State chambers of commerce, manufacturing 
issociations and chambers of commerce of the larger cities. These contacts were 
especially timely and the response from everyone contacted was particularly 
‘ordial and receptive. One of the main considerations, as anticipated while plan- 
ing the itinerary, was that many of the chambers might be solicited by member 

ms for opportunities to do new work, in view of the publicity concerning reces- 
sionary factors in the national economy. 

5. A great deal of success was experienced in contacting executive personnel. 
In every case cooperation was assured in circularizing manufacturing firms and 
member chambers of the State chambers concerning registration in the Air Force 
procurement sources system. A frequent comment received was that “At least 
the Air Force is interested.” It is believed that a minimum of criticism will 
be leveled at Air Force procurement by political and manufacturing groups 
throughout the St. Louis Air Procurement District as a result of this approach. 

6. Basically, the purpose and objective of the itinerary was to urge interested 
firms to apply for registration in the Air Force procurement sources system, 
Considering the impetus which the organizations contacted have lent to the 
objective, there has been a marked increase in initial applications for registration. 

7. The following listing identifies, by date, the points visited, organizations 
and executives contacted : 

a. 4 January 1954 
(1) Mr. C. C. Isely, Executive Secretary, Chamber of Commerce, 
Columbia, Mo. 
Dr. H. A. Haag, Chairman, Missouri Governor’s Commission on 
Small Business, Columbia, Mo. 
Mr. J. R. Thompson, Executive Vice President, and Mr. W. DB. 
W. E. Hamilton, State Chamber of Commerce, Jefferson City, Mo. 
Mr. J. J. Idol, Industrial Director, Missouri Division of Re- 
sources and Development, Jefferson City, Mo. 
Mr. L. W. Reps, Managing Director, Chamber of Commerce, 
Springfield, Mo. 
Mr. Chas. Jolliff, General Manager, Chamber of Commerce, 
Joplin, Mo. 
b. 5 January 1954 
(1) Mr. Dwight Bedell, Industrial Resources Section, Chamber of 
Commerce, Kansas City, Mo. 
(2) Mr. L. D. Wareham, Acting Regional Director, and Mr. Depew, 
Small Business Administration, Kansas City, Mo. 
(3) Mr. Ellsworth Green, Jr., Executive Manager, Chamber of 
Commerce, Kansas City, Kans. 
(4) Mr. Frank S. Records, Manager Industrial Bureau, Chamber of 
Commerce, St. Joseph, Mo. 
e. January 6, 1954 
(1) Mr. Howard Shinrock, Industrial Repr. and Mr. Ernest Zschau, 
Exec. Secy., Chamber of Commerce, Omaha, Nebr. 
(2) Mr. C. V. Price, Chief, and Mr. Sidney Bradley, Nebraska Di- 
vision of Resources, State Capitol Bldg., Lincoln, Nebr. 
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. January 7, 1954 
(1) Mr. Howard Sharp, Secy.-Mgr., Commerce and Industry Diyj- 
sion, Cheyenne, Wyo. 
(2) Mr. John D'Amico, Director, and Mr. John French, Natural 
Resources Board, State Capitol Bldg., Cheyenne, Wyo. 
(3) (telephone contact) Mr. J. Edward Smith, Former Chairman 
of Greater Wyoming Committee, Cheyenne, Wyo. 
(4) Mr. W. Murphin, Secy., Chamber of Commerce, Cheyenne, Wyo 
. January 8, 1954 
(1) Mr. E. C. Smith, Mgr., Chamber of Commerce, Laramie, Wyo. 
(2) Mr. Berlin Boyd, Mgr., Chamber of Commerce, Casper, Wyo. 
. January 9, 1954 
(1) Mr. Archie Ewoldsen, Mgr., Chamber of Commerce, Sheridan, 
Wyo. 
(2) Mr. H. L. Buck, Secy., Chamber of Commerce, Billings, Mont 
(telephone contact). 
. January 11, 1954 
(1) Mr. Wm. Browning, Mgr., Chamber of Commerce, Helena, Mont 
(2) Mr. A. J. Breitenstein, Secy., Chamber of Commerce, Great 
Falls, Mont. 
. January 12, 1954 
(1) Mr. A. J. Shriner, Mgr., Chamber of Commerce, Bismarck, 
N. Dak. 
(2) Mr. K. Peters, Mgr., Chamber of Commerce, Pierre, 8. Dak. 
(telephone contact) 
. January 13, 1954 
(1) Mr. Robt. F. Johnson, Secy., and Mr. C. Irvin Krumm, Exec. 
Mer. and Treas., Greater South Dakota Assn., Huron, 8. Dak. 
. January 14, 1954 
(1) Mr. Robt. F. Davis, Assistant Manager, Chamber of Commerce, 
Springfield, Ill. 
(6) Mr. Allen T. Gorden, Legislative Branch, Illinois Manufac- 
turers Association, Springfield, Ill. 
k. January 15, 1954 
(1) Mr. Goffrey Hughes, Executive Secretary, Southern Illinois, 
Inc., Carterville, Ill. 

8. The contacts made in the State of Montana and those sections of North 
and South Dakota, west of the 100th meridian, were accomplished in accordance 
with an existing mutual agreement between the Milwaukee Air Procurement 
District and this district. 

9. The inclosures furnished herewith are identified as follows: 

(a) Inclosure 1—Specimen letter mailed to organizations in advance of the 
itinerary. 

(b) Inclosures 2, 3, 4, 5, 6, and 7—Copies of a few of the letters of acknowledg- 
ment which are exemplary of the response and reception to (a) above. 

(c) Inclosures 8 and 9—Copies of Headquarters AMC news releases which 
were left with each organization for publicizing in their monthly official pub- 
lications. 

(ad) Inclosure 10—Specingen letter mailed to organizations subsequent to 
completion of the itinerary. 

(e) Inclosures 11, 12, 13, 14, and 15—Copies of letters received to date which 
indicate the interest and cooperation of organizations contacted, as well as the 
publicity being given to the Air Force small-business program in the St. Louis 
Air Procurement District through respective official publications. 

(f) Inclosure 16—Copy of the Kansas Citian, February 2, 1954, edition, 
official publication of the chamber of commerce, Kansas City, Mo. (See p. 23.) 

(9) Inclosure 17—Article appearing in January 12, 1954, edition of Great 
Falls Tribune through the efforts of Great Falls Chamber of Commerce, Great 
Falls, Mont. 

(h) Inclosure 18—Copy of Nebraska on the March, February 1954 edition, 
official publication of Division of Nebraska Resources, Lincoln, Nebr. (See p. 6.) 

10. To date a total of 32 letters of inquiry requesting the procedures to be 
followed in becoming registered have been received in this district. These in- 
quiries are attributed to the activity outlined in preceding paragraphs. A break- 
down of inquiries by States is as follows: Missouri, 10; Illinois, 7; Wyoming, 5; 
Nebraska, 5; Montana, 5. 
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11. Mr. Kichline and the writer are certainly in agreement concerning the 
success and timeliness of the itinerary. It is the opinion of this district that this 
documented summary substantiates the feeling developed, as well as the interest 
generated, during the course of promoting the Air Force small-business program 
throughout the jurisdictional area of this district. 

DoNALD E. Sow te, 
Lieutenant Colonel, USAF, Chief. 


ENCLOSURE (1) 


St. Louis AiR PROCUREMENT DIstTRICT, 
OKLAHOMA CITY AIR MATERIEL AREA, 
Clayton 5, Mo., December 31, 1953. 
MissoUrI STATE CHAMBER OF COMMERCE, 
Jefferson City, Mo. 


(Attention Mr. W. E. Hamilton, Manager.) 


GENTLEMEN: The undersigned, accompanied by our small-business specialist, 
Mr. K. E. Kichline, will be covering an itinerary during the next 2 weeks which 
will include your immediate vicinity. 

The purpose of our trip is to further implement the Air Force small-business 
program whereby additional qualified small-business firms may be urged to 
participate in the defense procurement program. 

We would greatly appreciate meeting with the appropriate official of your 
organization, at which time the Air Force small-business program will be 
explained in detail. 

Very truly yours, 
DONALD E. SoOWLE, 
Lieutenant Colonel, USAF, Chief. 


Mr. Weppe.i. And another paper that I have has to do with our 
criteria, has to do with the ground rules that we use in determining 
this potential for small business. 

This is a paper that was sent to the Assistant Secretary of Defense 
(Supply and Logistics) by the Assistant Secretary’s Office of the Air 
Force, suggesting that it would be highly desirable if all three depart- 
ments used the same ground rules, arriving at a meeting of minds on 
that particular subject. 

Whether ours are correct, or can be improved upon, is all a matter 
of sitting around a table and discussing it. This was sent to the 
Assistant Secretary of Defense and attached to it is the complete story 
of how we determined that criteria and why, and with your permis- 
sion I would like to present that for the record. 

(The document above referred to is as follows :) 


DEPARTMENT OF THE AIR ForcE, 
OFFICE OF THE ASISTANT SECRETARY, 
Washington, October 6, 1958. 
Memorandum for the Assistant Secretary of Defense (Supply and Logistics). 
Attention Mr. Lennihan. 


On March 15, 1952, by memorandum to the Chairman of the Munitions Board, 
the Under Secretary of the Air Force pointed out that in submitting to the Con- 
gress statistics showing the participation of small-business concerns in prime 
contracts placed by the military services, it would be highly desirable to include 
statistics to show the amount of overall procurement in any way suitable for 
small-business participation. He included with his memorandum an analysis 
showing the small-business potential in the first 8 months of fiscal year 1952, and 
requested that it be published as supplemental information in reports made to 
Congress. 

The Chairman of the Muntions Board replied on April 4, 1952, accepting the 
proposal and thereafter all small-business statistics submitted to Congress in- 
cluded the small-business potential as determined by each of the military depart- 
ments. 

On June 14 of the same year the Small Business Office of the Munitions Board 
was advised by informal memorandum of the specific criteria used in Air Force 
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purchasing offices for determining the dollar value that should be listed in the 
small-business potential. 

It seems clear to me that if the reports showing the small-business potential 
are to have real value in adequately informing the Congress on the results of 
our small-business programs, there should be established uniform ground rules 
for the three military departments to follow in determining the amount of the 
small-business potential in their overall procurement figures, and that they should 
be of such a character that their validity and adequacy would not be open to 
serious question. 

Accordingly, I am transmitting herewith for your consideration a statement 
describing the criteria in use by the Air Force for over 2 years, together with the 
reasoning on which it was based. It is suggested that an appropriate group be 
set up to review the ground rules applied by each of the military departments 
with a view to assuring consistency in this matter throughout the Department of 
Defense 

Max GOLDEN, 
Deputy for Procurement and Production 


SEPTEMBER 23, 1953. 


CRITERIA ESTABLISHED IN THE AIR FORCE FOR DETERMINING SUITABILITY oF 
PROCUREMENTS FOR PRODUCTION By SMALL-BUSINESS CONCERNS 


(Prepared by Assistant for Small-Business Directorate, Procurement and 
Production Engineering Office, Deputy Chief of Staff, Materiel) 


Selection of the criteria which Air Force small-business specialists and buyers 
have used since July 1, 1951, to determine the suitability of items (directly 
procured by the Air Force) for production by small-business concerns is pred- 
icated on the purpose for assembling the resulting statistics. Accordingly, a 
thorough understanding of that purpose is fundamental to any consideration of 
this subject. 

For 3 years during World War II, and again following the passage of the 
Armed Services Procurement Act of 1947, the military departments reported 
monthly to Congress on the value of their total procurements and the value of 
the awards to small-business concerns. For the Air Force, such awards ranged 
from 2 to 10 percent of total procurement. The result of this oversimplified type 
of reporting was the quite general belief thoughout Congress that small business 
was not getting its fair share of defense contracts, particularly from the Air 
Force. Congressional committees conceded that many items such as airframes 
and powerplants, involving large sums, were quite beyond the capability of 
small concerns as prime contractors, but the combined dollar value of these items 
was not reflected in the statistics presented. 

The value of the total procurements from all industry was a definite figure. 
So, also, was the value of the procurements from small business. What was 
needed was a properly determined figure in between that would show the amount 
that could conceivably be handled by concerns having fewer than 500 employees. 
This would enable a comparison to be made between the amount actually 
awarded small business and the amount for which it could possibly compete. 
It would provide Congress with the proper yardstick with which to adequately 
measure the participation of small business as prime contractors. 

The confidence of the Congress in this new type of reporting would obviously 
depend upon the honesty and adequacy of the method used to determine the 
value of the figure on suitability—the small-business potential. If the nature 
of the item was such that its production would require a business concern 
having over 500 employees, the dollar value of procurements of that item should 
not be included in the small-business suitability figure. If the item could con- 
ceivably be made, in accordance with specifications, by concerns having fewer 
than 500 employees, the value of all procurements of that item should be placed 
in the suitable column. 

On procurement for other than shelf items, the determining factor is the 
nature of the item, not the particular circumstances involved in an individual 
procurement of that item. The contracting officer or buyer may find it to be 
detrimental to the Government’s interest to place a particular procurement, or a 
portion of it, with small-business concerns because of delivery, price, or other 
factors he is required to consider. These are reasons why a particular procure- 
ment of a suitable item is not placed with small business; they do not affect the 
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Jlidity of placing the entire dollar value of that procurement in the suitability 
umn; they do not affect the determination of the suitability of the item for 
duction by small concerns. A rigid adherence to this concept is required 
we are to achieve the considered purpose of this new type of statistical 
porting. ‘ aT ‘ 
Selection of the criteria to be used by small-business specialists and buyers in 
r determination of those procurements whose value is to be listed in the 
ability category is made relatively simple by a thorough understanding and 
ptance of the above concept. The Air Force drew upon its World War II 
nerience, when a trial run over a 7-month period was made to determine suit- 
ility. The criteria, or ground rules, currently in effect were published after 
new try-out throughout the preceding 12 months to check on their feasibility 
der present-day conditions, 
rtain groups of items, airframes, jet engines, huge electronic systems, fire- 
| systems and such, relatively few in number but bulking large in dollar 
e, So obviously require production by large-business concerns that they have 
put on a waiver list. As to the remainder of the items purchased by the 
koree, determination of suitability in many cases would require a fine exer- 
f judgment on the part of the small-business specialist or buyer were it not 
the position we have taken that the party most competent to make such a 
rmination is small business itself. 
cordingly, if there is any record of a small concern having submitted a 
onsive bid on any procurement of the item in question, the value of all pro- 
ements for that item are listed as suitable. If there is no such record of 
ill-business’ interest in the item, or if it is an item not previously purchased 
does not obviously require a large industrial organization as prime con- 

ctor, the procurement is labeled suitable, is handled throughout as for a 

table item, and final determination is made only after all bids cr proposals 

been received. If no responsive bid is made by a small-business concern, 

i the small-business specialist is satisfied with the adequacy of the advance 

licity given the procurement, the value of the procurement is not listed in the 
table column. In the event the small-business specialist considers adequate 

d timely advance publicity has not been given, that procurement and successive 
procurements for the same item will continue to be listed in the suitable category 

til he is satisfied from failure to bid that small busines is not interested. In 

way, on procurements for supplies or services, the determining factor as to 
ibility is the action taken by small-business concerns themselves. 

A facilities contract by its very nature must be placed with the concern receiv- 

g, or which has received, the supply contract, so the value of such a procure- 
ment is listed in the suitable column only in those cases in which the supply 
contract is placed with a small-business concern. 

As for procurements leading to a research and development contract (non- 

oduction), professional judgment is so much the controlling factor that the 

‘rmination of suitability is left to the best judgment of the contracting officer. 

The above ground rules were set forth in letters from the Director of Procure- 
ment and Production, Headquarters, Air Materiel Command to all Air Force 
procurement offices dated June 25 and November 4, 1952, in addition to which 
they appear in AFPI 70-68, dated September 18, 1952. 

Many Air Force procurements are not screened in advance by small-business 
specialists to determine their suitability due to the fact that they are either 
classified or that there is no small-business specialist assigned to the installa- 
tion in which some of the procurements take place. In these cases in which the 
small-business specialist has not made a prior determination as to suitability, 
it remains the responsibility of the contracting officer to make such determina- 
tion. Regardless of who makes the determination, the same criteria apply. 

rhe basic value of this process to the Department of the Air Force, and to the 
Congress, requires that in case of doubt, the procurement should be recorded as 
suitable rather than not suitable, a point that must constantly be kept in mind 
by all personnel responsible for making these determinations. 


Mr. Weppeitt. We will have for the record also, photographs of 
the charts that I have shown here, except that very colorful map 
which doesn’t photograph very well. 

Mr. Forsyrue. Have you got this statement boiled down pretty 
well? Can you give us briefly what your criteria is? 
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That is one of the things that has bothered this committee, as you 
know, Mr. Weddell, and that is that this new gage that we have had 
within the last 2 years which we call either suitable or potential. 
Now, yesterday or the di ay before, Senator Ferguson and Senator Duff 

raised the point that maybe by using the term “not suitable” for small 
business, it might have a connotation to the businessman where he 
could interpret it as meaning “Well, I can’t bid on that item because 
them do not consider it suitable.” 

Now, the Army testified of course that that kind of an interpreta- 
tion was not correci, that they could bid on anything if they wanted 
to, but you were just using that term as a term to compile statistics 
and data from. 

Now, what we would like to find out is the exact criteria that you 
use so that we can compare it with what the Army and the Navy use, 
and I would like to have your comment on the use of the term “suit- 
able” and “nonsuitable,” what you think of the term, and whether or 
not we might want to change our terminology a little bit. 

Mr. Weppett. I think you noted all through Mr. Golden’s testimony 
that we like the word “potential.” We feel that has an affirmative 
ctinnstaiion, It is a forward-looking thing when you say “potential.” 
When you use the word “suitable,” it does have an effect on business 
people as being a man-made rule that some how or other can be used 
to discriminate, especially if you say “nonsuitable.” We would pre- 
fer to use the term “small-business potential,” instead of “suitable.” 


But we do want, as we are all three military departments within the 
Department of Defense, we do feel that we must use the same ter- 
minology on any report that we make to the public or to the com- 


mittee, and at the present time the word “suitable” has been decided 
on to be used. 

I think the question could be very well reopened. I recognized 
the concern both of Senator Ferguson and Senator Duff at the hear- 
ing the other day. They felt there might be a false idea getting out 
among small business that when we say a thing is not suitable that 
that simply bars them. 

If any of them can bid on the item, it will go into the small-business 
potential in the Air Force quickly, because we want to build that 
potential up. We want to have that the maximum, not the minimum 
potential for small business. 

Mr. Forsyrue. While you are on that, do you have any reporting 
system that tells you here, in Washington, or Mr. Golden or some- 
body else, what items—I am talking about items now, not percent- 
ages—are on that list of items that are not potential for small 
business ? 

In other words, we have an area over here, as you have stated, 
where we feel that small business has no potential. Then, we have 
an area down here where we recognize there is almost all the time 
potential. And then we have the middle area where they might be 
in this year and out the next, depending upon the criteria that you 
have set up. 

Do you have any reporting system item by item that tells us what 
is not potential and what is in that inner zone from time to time? 

Mr. Weppetn. We have in Air Force Procurement Instructions 
what we call a waiver list, which are the large, very obvious items 
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‘hat do not generally belong in the small-business potential. As to 
‘he rest of them those are determined in this way. There is no list 

ade up. As each procurement comes up, the item has either been 
ought before or it has never been bought. If it has been bought 
before, we have a history of that. If a small-business concern has 
ver shown any interest in bidding or has made a legitimate bid, it 
voes into the potential and stays there. If it is a new item which we 

ive not bought before, we will publicize the item and find out from 
small business itself whether or not it belongs in the potential. 

That is the criteria that is used by our small-business specialists 
n determining what should be in the potential and what should not be. 

We do not pay any attention to the circumstances surrounding a 

ticular procurement for an item, because we can make those cir- 
eumstances, 

For example, we are going to buy 20,000 of a certain gadget. It is 
suitable for a small business; it belongs in the potential and it is in 
there, but 6 months later we decide we are going to buy a million of 
them, and the delivery schedule is very short, and the only person 
that could possibly come in on that is a very large concern that has 
streamlined production and is already tooled up on it and can go 
right ahead. 

small-business concerns cannot get in on that procurement, and 

et the item was determined to be in the potential and it stays there. 
so when we report, we report a score of zero against that potential 
tem in that particular procurement. 

Mr. Forsyrue. In other words, it is an item potential, but you 
lidn’t give it to small business, so you take a zero on that. 

Mr. Wepveti. That is right. Or if small-business concerns bid and 
come in with too high prices, we take a zero on that, but we show the 
reason for it. In every case where the buyer, or any item that is in the 
small-business potential, makes an award to a large-business concern, 
he has to show on a check list whether it is the price or whether it is 
because of an emergency procurement, justified approved emergency 
procurement, or if it is because of the delivery schedule being so tight 
that nothing could be done about it. There are 14 reasons that he 
thecks, one or the other, showing why he did not place a contract for 
that item with a small-business concern on this particular procure- 
ment. 

Mr. Forsyrue. Your waiver list there, are you satisfied that if you 
went over that waiver list with a fine-tooth comb, you could not find 
another item that might be made or produced successfully by small 
business ¢ 

Mr. WeppEti. Mr. Johnson, I think, could discuss this waiver list 
because he is in it every day out there. 

Mr. Jonnson. That waiver list does not exclude small business at 
all. You will notice at the top of it it says “Items that are rarely con- 
sidered suitable for small business.” 

We do in rare instances, have small businesses that make things that 
are in those categories. We have one, for example, that in the past 
has made a starter, although starters are on the list. We have a small 


business that has made a certain nose wheel, although wheels are on 
that list. 
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The fact that the procurement is for something that is covered by 
that list doesn’t mean that we do not step into it. “We will on any one 
where we feel there is an opportunity for small business. 

Mr. Forsyrue. So, in other words, that waiver list is not a concrete 
list. 

Mr. Jonnson. No, sir, it is not. 

Mr. ForsytHr. You would say it was flexible? 

Mr. JOHNSON. Absolutely. 

Mr. Forsyrue. And that small business is capable of going into that 
area and doing business with you on a given procurement ¢ 

Mr. Jonnson. That’s right. Generally speaking, wheels are not 
suitable for small business, but there is one wheel that small business 
can make. 

We handle the procurement for that particular wheel the same as 
we would any other. 

Senator Lona. I noticed that the - ‘m of airframes is on the waiver 
list, so is jet engines.° I would agree that the ordinary small-business 
concern could not make a jet engine. The only question I would ask 
ae be: Are there certain parts of jet engines that small business 

an mé ake ¢ And I believe the answer to that would be “Yes.” And 
th: al relates to the que stion of whether you should go into that field of 
subcontracting certain parts of materials. 

I wouldn’t attempt to answer at this stage. I just see the possibility 
of it. There is also the item of huge electronic systems. Once again 
there are many parts to those electronic systems that small business 
is making now, but are being perhaps subcontracted out in some cases 
by the prime contractor. 

The only question there is whether or not the Air Force should 
attempt directly to acquire those parts, and I am in no position to pass 
on that at this time, but I can see that there might be some question 
about that on the part of representatives of small business. 

Perhaps they would like to have a chance to bid on it directly. It 
does occur to me that we might shed some light on this by taking the 
matter up with some subcontractors to see whether they themselves 
would like to have the opportunity to bid directly on some of these 
items. 

Do you feel that as of this time you are doing everything possible 
to see that small business gets their share of the business, or do you 
feel that there is possibly more ground to cover here, more that can 
be done ¢ 

Mr. Weppetu. I wouldn’t want to be quoted at all, Senator, in say- 
ing that we have a 100-percent record of performance. We know 

that there are areas, pro blem areas, in here. Some have to do with 
the specification problem, some have to do with the length of time 
given to a firm to present his bid, some have to do with this matter 
that you just mentioned, should the Air Force buy it direct, or is 
it better for the Air Force to have the prime contractor buy it, which 
is a policy decision made on a case-by-case basis, by the way. We 
have got a long way to go, and there is no question about it. We do 
feel that we are well on the way, and we certainly have found that 
in the Air Force contracting oflicers, and from the Office of the Secre- 


® Waiver list referred to is reproduced on p. 276. 
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tary right straight through, full cooperation and help is had, because, 
as Mr. Golden said, it is ‘recognized clearly in the Air Force that we 
annot accomplish our procurement mission without small businesses, 
ind thousands of them, helping us. 

Senator Lone. Looking to the future, do you have in mind any 

irticular program or field in which you intend making further efforts 
to see that small business obtains a larger share of the overall amount 
of business that is being done by the Air Force? 

Mr. Weppeiu. It is up to 80 percent, and the reason, chiefly, why 
they do not get that other 20 percent is price. 

I feel this situation can be improved, and I feel our efforts can be 

cted along a line to try to overcome some of that. We will never 
be ible to overcome all of it. We are trying to find a way to give 

||-business concerns, any business concern for that matter, a longer 
period of time with which to figure their bids. That particularly 
applies to a new potential source. 

Phe fact that they might have 15 days or 20 days after they hear 

bout the procurement, possibly through the synopsis of proposed 
procurements, and they have such a short time to get their bids in 
works in some cases against the interest of a firm that is new in that 
field. 

We are trying to find ways, we are exploring every possible method 

how we can get that information out to the small-business com- 

nity across the country sooner than we are. 

We are trying to give them more time in which to consider where 

they can get their materials, and to figure their costs properly so 
iey do not come up with some figure just pulled out of the air. 

Senator Long. Do you have in “mind any additional measures that 

ght be taken to increase this small-business potential, that is, to 

ncrease the pe coeene of your business that would be regarded as 
part of the small-business potential ? 

Mr. Weppetu. I do not, sir; because the complexity of these items 

s so increasing monthly that we know that the small-business poten- 
ial is even going to be less of our total purchases in the future than 
is today. 

Mr. Forsytue. Are we convinced of that in the Air Force? Is that 
the real conviction of the Air Force? 

Mr. Weppetu. I would say on our purchase of supplies and aero- 
nautical equipment and supporting equipment, I would say “Yes.” 

Now, when you get into the matter of maintenance, which, of course, 
from here on might assume a larger proportion than what it did in 
the past 2 or 3 years, we may find a greater opportunity for the small- 
business potential in there, but I would still expect that the total 
potential is going to be less rather than greater. 

Mr. Forsyrue. You see, electronic equipment, that is a relatively 
new field, and there are a lot of small electronic laboratories around 
that are looking for business today. Are electronic items included 
in the waiver list ? 

Mr. Weppetu. Only complete electronics systems. You will find, 
Mr. Forsythe, that the small-business subcontractors in the electronics 
field are running into the thousands and thousands. 

All of our people, such as Bendix, Hughes, Collins Radio, Motorola, 
Raytheon, and others, are subcontracting to small-business concerns 
to a very, very considerable extent. 

46619—54——18 
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Mr. Forsytre. I want to go over some of the things in your state- 
ment here that I have just marked, that I think are open for clarifica- 
tion here. 

In line with the charts, do you think there is anything that the Air 
Force can do or anything they should do to reduce the percentage of 
negotiated proc urements as opposed to advertised ¢ 

Now, I am not complaining about the percentage that goes to small 
business under each, but our laws that we are operating under very 
definitely state that procurements are to be advertised with the follow- 
ing exceptions, and there is a growing feeling that the services are 
not doing all they should do to “ret back into the advertised procure- 
ment. They are still negotiating ‘too much. 

Mr. Weppett. That has much more to do with our general procure- 
ment policy than small business. 

Mr. Forsytue. Mr. Golden, do you have any comment on that? 

Mr. Gotpren. Yes, we have been doing a lot of thinking on the sub- 
ject. I believe you are familiar with our administrative regulation 
on the subject that says something like this: Notwithstanding that 
we use the legal device of negotiating, our buyers, our procurement 
people, are to follow the ground rules of the statute, ‘namely, negotiate 
only where you would have negotiated under the peacetime rules, plus 
a ~ other exceptions like broadening the base. 

I did check some of the figures on the ratio between negotiation be- 
fore Korea and negotiation after Korea. Air Force, I think, wouldn’t 
show a significant difference under either, because dollarwise, I think 
you will find that over 90 percent has to be negotiated anyway. 

In other words, even under the peacetime rules, under the congres- 
sional mandate of the statute, you will find that there are exceptions 
specifically put in for aeronautical purchases that would permit us to 
negotiate, so I don’t think the percentage would be too great. 

There will be some difference and I think this latest directive of ours 
that has been out for an appreciable period will tend to get our own 
buyers to advertise in the slight area where there may be some room 
for improvement. 

Mr. Forsyrue. Have you got any directive that says to your pro- 
curing officials to advertise where they would advertise under peace- 
time conditions? 

Mr. Gotpen. Yes. 

Mr. Forsyrue. You have one that says they should negotiate in 
those areas where they would negotiate in peacetime, and do you 
also tie that in with the instruction to advertise where they would 
advertise ¢ 

Mr. Gorpen. Yes, we have an Air Force procurement instruction 
issued January 15,1954. It is a revision of previous instructions that 
were issued in February of 1953. It actually says that the formal ad- 
vertising method of procurement will be used except as follows, and 
then it lists the criteria under the Armed Services Procurement Act 
where even in peacetime we negotiate, and it lists the exception where 
we must negotiate to broaden the base. 

For example, it lists the situation where joint determinations are 
involved. Now this is the thing that troubles me, and I haven't 
thought it out completely. We all should, because it is my feeling 
that, as our figures show, I don’t think small business is hurt one 
way or the other. 
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i ForsyTue. I was just referring 
r. GoLpEN. But what worries me is this: There are other programs 
d policies that the Congress has announced and the President has 
ued as an Executive policy that I think may be bottomed on our 
authority to negotiate, 

[ am thinking, for example—and this would not affect only the 
Force, it would affect the Army and Navy as well—of broadening 

e base. This is an objective that we have to keep in mind. While 

Re Force is retrenching in certain programs, in other programs 
tha are coming in, like the supersonic planes and the B-52, we are 
actus vali broadening, second sourcing, and trying to get subcontract 
structures that give us a multiple base. 

| am a little worried, not so much in the airframe fie ld, but in the 
fields that might hurt small business if the flexibility inherent in 
negotiating is lost. 

The dispersal policy is one that we are concerned about. Negotia- 
tion does give us the flexibility to do that. I haven’t thought through 
the set-asides problem in the distressed areas and small business, but 
I think we have got to be careful that we don’t hurt small business 
and certain other national policies, rather than help them, by going 
back to the rigid advertising procedure. 

_ Senator Lone. Of course, there is another item that occurs to me 

iat has been running through my mind all through this hearing, but 
it wasn’t a matter that we came here to discuss. That relates to the 
dispersal that you had in mind. 

Now, if you had sufficient authority to take the dispersal factor 

nto account on negotiating, you could make a deal with your prime 
contractors where they would spread their facilities out over a vast 
area so that they wouldn’t be so subject to being destroyed by a single 
atomic attack, 

Mr. Gotpen. That’s right. I, last week, had a very good illustration 
of that. I won’t mention the plane, but it is a very important plane, 
a complex plane. 

In this particular plane, there was one source, and therefore, there 
was probable vulnerability. We decided and set up a second source 
inland, 

But, setting up the second source inland, doesn’t do much good 
if you only deal with the prime, because the prime, the first prime, 
had set up a subcontract structure that was similarly vulnerable. 
So we got together with the prime. 

We didn’t compel. We told them what the national policy was, 
and we said, “You go out and get competition, but we will authorize 
you to take into account the dispersal policy even if we have to pay 
more for it, because it is that critical a program.’ 

We found to our surprise, that when the prime went out and got 
competition, that in the 6 critical subcontract areas we were con- 
cerned with, the 6 critical subcontracted parts, 5 of them who bid 
low, happened to be new sources located inland in accordance with 
the dispersal factor, in the South and Midwest, and away from the 
other subcontract structure. The greatest competition present today 
made it unnecessary to pay a premium for dispersal. 

In only one case, I believe, did we have to do something other than 
rely on price, and that was because the particular low bidder was 
overloaded. 
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So we have to have flexibility in that area, and in critical programs 
I think we do a good job of working it out with the primes. We have 
got to let them have the main responsibility , but we can’t duck certain 
of the national policies. 

Senator Lone. This is one of the problems about our defense that 
has concerned me very much. In the event we are attacked, we must 
rely upon the Air Force to defend us from atomic attack by air. Yet 
the Air Force tells us that a major enemy would be able to get through 
and strike almost any vulnerable target. 

Now, if you assume that we were struck on more than 100 critical 
targets, it is difficult for me to see how we would expect to produce 
any major item, that is, any airplane or tank from that point forward. 
We would have to fight with what we had on hand and hope to get 
production going again eventually. 

However, we have never been able to get an effective policy to make 
’ possible to spread out to the extent that it would take not a hundred 
but perhaps a thousand hits to ever put this country in a position that 
its industry couldn’t proceed to reorganize and continue to turn out 
the weapons that we would need to carry on complex modern warfare. 
It occurred to me in the course of this discussion that this is one 
matter that perhaps Congress should look into. 

Negotiation does offer some prospect along that line, but Congress 
has never expressed the intent to permit you to pay more in order 
to get that result. 

Mr. Gotpen. Well, I will be frank with you. In that critical area, 
with the negotiating authority that we have today, we feel that we 
can do it, and just as we did pay more after Korea to set up multiple 
sources, we can do it for dispersal in the right situation. I think we 
should. 

Senator Lone. I have one particular area in mind where the labor 
force comes from as far as 100 miles around, and yet, a single hit on 
the plant would make it impossible for this huge installation to 
operate. 

Now, it is possible that that operation could have been spread out 
so that not 1 hit but perhaps 8 or 10 would have been necessary to 
have knocked it out of production. If you had that sort of a direc- 
tive, you might be able to accomplish something along that line. 

Mr. Forsyrur. What do you mean by “negotiation” Mr. Golden? 
Senator Ferguson, the other day, asked the Army to provide a defi- 
nition of “negotiation.” Could you supply us with one? 

Mr. Gorpen. I don’t think you can define it, but I can describe a 
little how it works. 

I think there is a misconception of what “negotiation” is. Some 
people think you pick out a contractor, you negotiate with him alone 
and you do an honest job of trying to get the right price, and that 
is it. 

Actually, as Mr. Weddell’s figures showed you, we get very exten- 
sive competition in negotiation, and what follows after you get your 
first set of proposals from the fellow, depends pretty much on the 
item and the circumstances. They vary. 

You will find cases where, if we had the item before, or something 
like it, and you get competitive bids, and if you know by comparing 
past purchases or comparative purchases that the low fellow has 
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viven you a reasonable price, in many cases that is as far as we will 
vo. Weare not out to get the lowest price in terms of doing an in- 
justice to a man who is entitled to a reasonable profit, but we are out 
to get a reasonably close price. 

This would be an illustration of where you wouldn’t necessarily 
vo any further. 

Another situation might arise where you got a great range of 
bids, and the contracting officer may elect to say, well, the three 
lowest are fellows who are within range. I am not satisfied that I 
have the lowest reasonable price, so I will dicker with those three. 
He will call them in and he might say, “You have one more shot at 
the thing.” 

On the other hand, he might find another situation where they are 
ill pretty unreasonable, and if they are reasonable in number, he 
will give them all a chance to bid again. 

As I say, you can’t define it. You have to live it. 

Senator Lona. Let’s just look at specific situations. During the 
last war the most reliable bomber that we had up to the very end 
if the war was the Flying Fortress, the old B-17. It could fly in on 
| engine after the other 3 had been shot out. 

[f I recall correctly, I believe some of the others couldn’t get in on 
3 if 1 was shot out, so with that type of an aircraft and the reliability 
of that manufacturer, it is just not good policy for that plant to stand 
idle, in view of the record of that producer. 

Now, over a period of time you want to come to some terms with 
that producer so that you will be able to get the product he is turning 
out. That is part of your problem, isn’t it? 

Mr. Gotpen. Yes, sir; it very definitely is. 

Senator Lone. You need him and he needs you, but the Nation 
can’t afford to get by without that producer. 

Mr. Gotpen. And it is more serious than that. Just keeping him 
in business isn’t enough. We find in important areas if you just keep 
his plant warm, and if the bell rings, it just takes a longer time for 
that fellow to get into production. We are interested in keeping 
sustaining rates that are economical, but at the same time, keeping 
a capacity in terms of plant layout and machine tools on hand so that 
his real lead time is his manpower, his personnel. 

That is expensive, but in the long run if anything happens, and 
that is why we are in business, it probably turns out to be less expensive 
than letting him wither. 

Senator Lona. One of the important things is, too, that as it stands 
today, we can never be positive that we are going to be able to continue 
full-scale production in the event we are forced into another war. 
The pictures that we are seeing these days very well demonstrate 
that. 

Therefore, it may be necessary for us to try to have on hand a sizable 
stockpile of weapons, in the event that we are forced to use them. 

Mr. Forsyrne. Mr. Golden, you have buyers both civilian and 
military as procuring officers? 

Mr. Gotpen. Yes. 

Mr. Forsyrue. And I assume your civilians are civil service and 
have to pass examinations ¢ 
Mr. Gotpen. Yes. 
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Mr. Forsyrue. How about your military buyers or procurement 
officials, do they have to go to school or receive training in this 
field ? 

Mr. Gotpen. Yes; they have courses at the Air Materiel Command 
and other locations where they do get intensive buying courses. We 
don’t have too much of a problem in terms of, I think, justifying 
military people in those positions, because we have a very small 
percentage of military in the buying process. 

Mr. Forsyrue. A small percentage of military ? 

Mr. Gotpen. Yes. I would say about 10 percent of the people 
generally engaged in procurement, in the buying process. 

Mr. Forsyrur. Are those 10 percent on the same level as your 
civilians, or are they over your civilians, or what standards do they 
have? 

Mr. Gotpen. I think you will find generally that the military 
yeople are heads of sections that must “not only take into account 
buy. ing, but the technical item that they are buying. 

Mr. Forsyrue. So that your civilians would” fall in under the heads 
of sections? 

Mr. Goitpen. That’s right. They have deputy chiefs and section 
chiefs and 

Mr. Forsyte. Who, by and large, are dealing with the business- 
man? Is that the civilian or the military? 

Mr. Goutpen. Primarily civilian, the buyer and his aides in the 
Price Analysis Section and Production Section. 

Senator Lone. They are civilians, are they? 

Mr. Gotpen. Most of them are. As I say, about 90 percent, I 
would say, are civilians. 

Senator Lona. In the small-business sections? 

Mr. Gotpen. The small-business sections, I think you will find— 
Mr. Weddell, you check this—they are primarily civilians, are they 
not ? 

Mr. Weppety. The small-business specialists, of our 43, 42 of them 
are civilians; all in the purchasing officers are civilians.” 

Mr. Forsyrue. Mr. Weddell, on those small-business specialists, 
and Mr. Johnson, too, do you feel, in your own minds, as you look 
back over your program, and as you look forward, are they in the 
right spots, as far as your administrative chain of command goes, 
to get the best and the most out of the small- business program ¢ 

Mr. Jonnson. Each small-business specialist in the purchasing 
office is appointed in writing by the Director of Procurement and 
Production, and is directly responsible to him. He is on his staff. 

Mr. Forsyruer. Is that where you want him? Is that where you 
think he is best able to serve? 

Mr. Jounson. In the district offices they are appointed by the 
commander of the district office, and they belong to his staff. 

Mr. Forsyrnr. And do you feel that they “do have freedom of 
movement and that their word is felt and it is taken, and they have 
a position of authority; is that right? 

Mr. Weppett. I very definitely do, because of that method of 
appointment, and being directly responsible to the appointing 
authority. 


7 See appendix 5, p. 516 
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I would like to add this one thing to Mr. Johnson’s statement. about 
the men in the purchasing offices as to their freedom of thought and 
wtion. They are not responsible to the Chief of the Purchasin 
Division. They are appointed by the Director of Procurement nt 
P vane tion, are on his staff, which is the same staff that the Chief of 

» Purchasing Division is on. They have an equivalent status with 
he top of the purchasing office. 

They co not come under that purchasing office in the line of author- 
ity, and we feel that in that way we have retained for them complete 

freedom of thinking and of action. 

Mr. Forsyrue. T ‘hen, i in your statement on page 3, you say: 

Should the specialists feel that adequate equitable consideration of small- 
business concerns has not been provided, he may call it to the attention of the 
Director of Procurement and Production who will take appropriate and final 
clon. 

Do you find that your small-business specialists are actually using 
the authority granted them there? 

Mr. Weppex.. That has been, to my recollection, and Mr. Johnson 
may check me on this if I am wrong, in the almost 3 years now of this 
program, you could count the number of appeals of that sort, if you 
might want to call them that, on the fingers of one hand and the 
appeals, as I understand it, that have been made have been decided in 
favor of the small-business specialist. 

Mr. Forysrue. Is that good or bad, that is what I am trying to get 
at. Is the small-business specialist being overruled down at the bot- 
tom or is his way being taken or is his decision being accepted ? 

Mr. Weppe.y. It is a mutual operation between the small-business 
specialist and the contracting officers and I am satisfied that the small- 
business specialist is carrying his weight along with the contracting 
officer, and that they arrive at an agreeable mutual situation there. 

Mr. Jounson. May I say that ‘there have only been five appeals. 
We have had a great many, shall I say, disagreements and discussions. 

Mr. Forsyrne. That is what I was getting at. Do you have any 
arguments down there? 

Mr. Jounson. They have been settled before they have had to go 
so high for decision. 

Mr. Forsyrre. Well, that is interesting, because I want to know 
whether your small-business specialists actually feel that they can 
argue and they can disagree, and that they are disagreeing with con- 
tracting officers. 

Mr. Jonnson. Very violently, sometimes. It is usually settled be- 
fore we have to go so high. 

Mr. Forsyrue. If they are only there in name and they can’t do 
anything or they don’t feel like it 

Mr. Jounson. Let me say this: That without the concurrence of 
the small-business specialist, the reviewing committee, the procure- 
ment committee will not accept the contract for review from the 
buyer. 

The form must be in there showing that the small-business specialist 
concurs in the buyer’s recommendations for award. 

Mr. Forsyrue. What review committee is that, now? 

Mr. Jounson. The procurement committee that reviews the 
contracts. 

Mr. Forsyrue. Is that in each district? 
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Mr. Jounson. No, in purchasing offices. 
is awarded. 
Senutcr Lone. Do I understand that the small-business officer must 
concur that this particular item is not in the small-business potential 
before a certain decision is made? Now, what is the effect of that, if 
he concurs ¢ 

Mr. Jounson. If the item purchased is not in the small business 
potential, there is no discussion of it at the time the award is made, 
We give the buyer freedom to go ahead with his procurement proce- 
dure if it is definitely established at the start of the procurement 
action that it cannot be made by small business. 

Senator Lone. If you you decide that it cannot be made by a small 
business, what difference does that make in your procedure ? 

Mr. Jounson. In our procedure? 

Senator Lona. Yes, what difference, if any, does that make if you 
decide that this item cannot be made by small business? 

Mr. Jounson. If it is definitely established, we would not follow 
through and review the buyer’s recommendation prior to the award- 
ing of the contract. 

However, if it has been established that it is suitable for small busi- 
ness, or possibly so, then we review the buyer’s quotations that he has 
received and his recommendations prior to the time he actually makes 
the award, or rather, prior to the time it goes to the review commit- 
tee which must approve his recommendations. 

Senator Lone. Small business still would not get it unless they had 
the better price, would they ? 

Mr. Jonnson. That’s right. 

Senator Lona. Is there any difference in the way it would be ad- 
vertised ? 

Mr. Jounson. No. 

Senator Lone. In other words, if you decide that a certain item 
cannot be made by small business, do you still advertise it and notify 
all small concerns, as well as all large concerns who have bid on Gov- 
ernment business ? 

Mr. Jonunson. If it is something that small business can make, why, 
we insist on soliciting an appropriate number of firms, perhaps using 
our entire source list, or if it is too big, selecting groups from that list. 

If it is suitable, we think, for small business, then it is also synop- 
sized. It is published in the Department of Commerce Synopsis, 
and bid sets are sent to every one of the 24 district offices for display 
in their bid rooms. 

Senator Lona. If you had a fire-control system that you were letting 
out on bid, I take it that you wouldn’t notify all those who had bid 
on something with the Government unless you had reason to know 
that some smaller concern might be interested in bidding on a fire- 
control system. 

Mr. Jonnson. We have a separate list, bidders’ list for each item. 
When a man registers his firm with the Air Force, he doesn’t just 
register the name of his firm. He registers for the particular items 
that he is interested in. That is a mechanical list. 

Now, when the buyer gets the procurement for that particular item, 
that is the particular list that we secure. If it has small-business 


firms represented on it, why we insist that they be given an oppor- 
tunity. 


That is before the contract 
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Senator Lona. What do you do if a fellow just never bids? Sup- 
pose he sends in and asks to be put on a certain list and you keep 
sending him notices and he never bids, do you drop him off after 
awhile, or how long do you keep him on there? 

Mr. Jounson. I believe that the regulation requires that he be noti- 
fied before he is taken off the list. They don’t take him off the first 
time, 

Mr. Forsyrue. Is there any limitation—do you have procurement 
review committees for every purchase, or do you have a cutoff point 
on dollars that you have for those? 

Mr. Jounson. They have a review committee with headquarters 
out at Dayton; they have a review committee there that reviews the 
files, the buyer’s file for completeness and so forth up to, I believe, 
350,000. 

Over that they have what is known as a procurement committee 
that must review every proposed contract for over $350,000. 

Mr. Forsyrue. I was looking for a minimum there. You do not 
have a review committee on every single purchase, do you? 

Mr. Gotpen. No. This particular procurement committee reviews 
the larger dollar procurements and their cutoff point is contracts over 
$350,000. Below that, you have various gradations, depending upon 
the dollar amount, where a branch chief approves or a section chief 
approves. 

What Mr. Johnson is saying is that within that lower level, section 
or branch chiefs, we have certain reviews to go over the whole pro- 
curement file, to see (1) that there is nothing wrong and (2) there is 
nothing missing and that everything is according to regulation. 

Mr. Forsyrue. Mr. Weddell, can you explain a little more clearly 
this Operation Pacemaker? Last year’s procurement hearing indi- 
‘ates that you were quoted as saying it was a pilot operation, and then 
you have Operation Pacemaker here in your page 3, different of course 
from the activities of the people on page 2. They are different opera- 
tions here. 

Is this a special program or a particular phase of procurement that 
you are trying to cover by Pacemaker ? 

Mr. Weppe.L. Pacemaker is a pilot operation. It is also our major 
operation in our purchasing offices, for this reason. With these 163 
bases, Bolling Field, for example, we cannot set up—the amount of 
business there would not justify setting up a very specific small- 
business specialist to work with the buyers there. 

Mr. Forsyrue. That’s right. 

Mr. Weppetu. But those Thee nevertheless, are controlled by the 
program, and the Air Force procurement instructs about our small- 
business progam, as to what they should do. 

We do put the small-business specialists in these major procurement 
offices which handle the great bulk dollarwise of our purchases, and 
Operation Pacemaker is that operation. 

Did you want me to go into that? 

Mr. Forsyrue. Well, I mean you have a separate pa 
and in the hearings last year for Operation Pacemaker, where you 
lifted those figures out of your total figures and put them down as 
Operation Pacemaker, and I am just trying to place that in your over- 
all procurement. 


ge in your chart 
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Mr. Wepveti. Operation Pacemaker does not touch classified pro- 
curement. It does not touch any procurement under $10,000. 

Mr. Forsyrue. Under $10,000 it does not touch any ? 

Mr. Weppetu. Operation Pacemaker is not concerned with procure- 
ment under $10,000. 

Mr. Forsyrue. Your figures have always been better on your Oper- 
ation Pacemaker, and that is what I am trying to figure out. 

Mr. Weppetu. I think they naturally would be because it is getting 
an intensified interest, but the mere fact that that is going on helps 
stir up interest in other installations where we do not have eal. 
business specialists because of the small dollar volume. 

Mr. ForsyrHe. So your Operation Pacemaker covers everything 
above $10,000? 

Mr. Weppetu. Unclassified. 

Mr. Forsyrue. Unclassified; and it is covered in those places where 
you have small-business specialists? 

Mr. Weppety. That’s right, and we have them in all 14 places. 

Mr. Forsyrue. In all 14. So, if we take all your charts and your 
figures, and we take those three things, then we have got Operation 
Pacemaker. 

Mr. Weppetu. Our charts, Mr. Forsythe, always show the Air Force 
as a whole and how much small business got of the potential, and 
then we show Operation Pacemaker and how much small business 
gets of the potential in that intensive operation, and Operation Pace- 
maker involves about two-thirds of the total potential within the 
Air Force. 

Operation Pacemaker specifically acts on the procurements which 
amount to about two-thirds of our potential. 

Mr. Forsyrue. And the third that isn’t under Operation Pacemaker 
is under $10,000 and classified. 

Mr. Weppvey. And widely scattered around through the country; 
right, sir. 

“Mr. Forsyrue. I want one thing clarified. On page 6 you say: 

The Air Force has approximately 2,800 prime contractors, some 2,000 of them 
being small-business concerns. 

I wonder if you could clarify that. Is that correct? 

Mr. Weppett. That is correct as of December 31, 1953. 

Mr. Forsyrne. So you would have approximately then only 800 
prime contractors in the large business category ? 

Mr. Weppet.. Right. 

Mr. Forsyte. Would you like to see all of the services have one 
criteria for potential for small business? 

Mr. Weppett. I think it is quite essential. 

Mr. Forsyrue. Would it help you in evaluating what the 
program is? 

Mr. Weppett. Since we are all reporting to the Congress on what 
small business sets within the potential, we certainly should have 
uniform ground rules for determining what that potential is. Other- 
wise we find ourselves at 6’s and 7’s. It wouldn’t 1elp us; it wouldn’t 
help me or anyone. I have to use a determination of potential that 
will enable me to evaluate our program. Whatever we can agree 
upon in the three departments, and I think something must be agreed 
upon, that is what we will use. 
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{ will be able to get just as much out of it as I do out of our present 
riteria, because I think it will come pretty close to what our present 
teria are. 

Senator Lona. I am beginning to have some doubts about trying 
to do it all the same way, ‘T am inclined to think that when you have 
three different groups doing it a different way, you get a chance to 
vet some new ideas. If just. 1 does it, you get wedded to 1 particular 

ay of doing it, and you do not get a chance to compare his methods 
with the other fellow’s. 

Anyway, we will see what the Army and Navy are doing, and then 
we will see if someone has a different way. 

Have you checked your methods with theirs to see what difference 
there was between the three services? 

Mr. Weppe.u. We have, sir, and we are still discussing it among 
the three of us as to how to reach a common ground that w ill keep the 
best features of all. 

Senator Lone. Are they using substantially the same methods that 
you are ¢ 
' Mr. Weppe.u. I would say they are not. 

Senator Lone. The only way I see that you can increase the amount 
of business that small business is getting is to explore the field of 
(aking out more items that you might subcontract in terms of supply- 
ing parts to those that produce the major items. This might increase 
it to some extent, but I can see that you are getting a lot of subcon- 
tracting done. 

I want to thank you gentlemen for the presentation you have made 
here today and express the apologies of the committee that we were 
late in beginning. I had not expected to conduct this hearing today. 
I think that today’s hearing demonstrates the wisdom of the position 
I took with the committee a while back that just one Senator should 
be able to conduct a hearing; otherwise, I believe that you would have 
been concerned with further delay. 

Mr. Weppet.. Mr. Chairman, may I request that the photostats of 
the charts be placed in the record ? 

Senator Lona. Yes. 

(The charts referred to appear on pp. 230, 232, 233, 238, 243, 245, 
Mr. Weppeti. We have here dated March 24, the latest Air Force 
procurement instruction which replaces the one you had previous 
to this about Operation Pacemaker, and I think it would be appro- 
priate to place it in the record. 

Senator Lone. All right. 

(The document referred to is as follows ) 


AF PROCUREMENT wear! DEPARTMENT OF THE AIR FORCE 


No. 70-833 WASHINGTON, 24 March 1954 


PROCUREMENT AND CoN'TRACTING—USAF SMALL Business ProcRAM 


(This Instruction supersedes AFPI 70-39, 31 May 51, 70-89A, 21 Aug 51, and 
App 19, AF PI 70-201, 21 Aug 52.) 

1. Purpose. This Instruction provides procedures for assisting small business 
to obtain Air Force contracts and subcontracts in accordance with the USAF 
Small Business Program. (See AFR 70-10.) 

2. Scopr. This Instruction is applicable to the Directorate of Procurement 
and Production, Hq AMC and AMC field procurement activities. Local pur- 
chase activities, continental U. S., will follow the policies established in AFR 
70-10, 
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3. GenerRAL. An Executive for Small Business and such additional small-busj- 
ness specialists as are deemed necessary will be assigned to the Directorate of 
Procurement and Production, Hq AMC. They will be appointed by, and be 
directly responsible to, the Director of Procurement and Production, Hq AMC. 
The Executive for Small Business is authorized, subject to the approval of the 
Director of Procurement and Production, Hq AMC, to appoint a deputy or 
deputies to assist him in discharging his duties. Small-business specialists wil] 
be assigned to AMC field procurement activities and to air procurement districts 
and subdistrict offices. Small-business specialists assigned to AMC field pro- 
curement activities will be appointed by the director of procurement and pro- 
duction of the activity to which they are assigned. Small-business specialists 
assigned to air procurement districts will be appointed by the chief of the air 
procurement district and those assigned to the subdistricts will be appointed by 
the officer in charge of the subdistrict. All appointments of small-business 
specialists referred to above will be by name in writing and all small-business 
specialists will be directly responsible to the appointing authority. All small- 
business functions will be performed under the technical direction of the Execu- 
tive for Small Business, Hq AMC. 

4. RESPONSIBILITIES. Where applicable, small-business specialists will be re- 
sponsible for performing the functions set forth in par. 4c, AFR 70-10. 

5. IMPLEMENTING INSTRUCTIONS. Detailed operating instructions under the 
Air Force Small Business Program will be published as appendixes to this 
Instruction. 


3Y ORDER OF THE SECRETARY OF THE ATR FORCE: 


N. F. TWINING, 
OFFICIAL: Chief of Staff, United States Atr Force. 
E. W. RAWLINGS, 
General, USAF, 
Commander, 
Air Materiel Command. 


1 AppeNpIx: App 1, “Assistance to Small Business in Contract Placement” 
(24 Mar 54) 


DISTRIBUTION : 
A, C, E 


(Operation Pacemaker) 


APPENDIx No, 1 ] 
AF PROCUREMENT INSTRUCTION } 
No. 70-333 


DEPARTMENT OF THE AIR FORCBD 
WASHINGTON, 24 March 1954 


ASSISTANCE TO SMALL BUSINESS IN CONTRACT PLACEMENT 


1. Purpose. This Appendix establishes detailed procedures with respect to 
the small business program. 
2. Scorer: 

a. This Appendix is applicable to the Directorate of Procurement and 
Production, Hq AMC and AMC fie!d procurement activities. 

b. The requirements established in par. 3 below will be limited to 
individual procurement actions which are expected to involve an 
expenditure of $10,000 or more. 

3. PROCEDURES: 

a. Purchase Request (PR) and Military Interdepartmental Purchase 
Request (MIPR) Control will furnish a copy of all PR’s to the Air Force 
small business specialist simultaneouly with the release of the PR’s 
to the buyer. 

b. The Air Force small business specialist will: 

(1) Determine the “suitability” of the item or service for produc- 
tion or performance by small business. 

(2) Determine the suitability for publication in the U. 8. Depart- 
ment of Commerce “Synopsis of U. 8S. Government Proposed 
Procurements and Contract Awards,” in accordance with AFPI 
70-1. 
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(3) Determine the applicability of Defense Manpower Policy No. 
4, in accordance with the provisions of AFPI 70-45. 

(4) Notify the buyer when the small business administration 
representative, if one is assigned to the purchasing office, is 
interested in the procurement, 

The buyer will check the list of items and types of procurements which 
are rarely considered suitable for small business (Incl. 1), when ready 
but prior to issuing IFB’s, RFP’s, or Letter Proposals. If the item or 
service to be procured appears on the list, and the buyer has not been 
notified by the small business specialist that a discussion is desired 
regarding that specific procurement, the buyer may proceed with the 
procurement without contacting the small business specialist. 

d. When the item or service being procured does not appear on the list: 

(1) The buyer will notify the AF small-business specialist by tele- 
phone or personal contact when ready to take action to issue 
IFB’s, RFP’s, or Letter Proposals. 

(2) The AF small-business specialist will check to determine 

whether the Small Business Administration representative is 
interested in the procurement. If the Small Business Adminis- 
tration representative is interested in the procurement a meeting 
of the small-business specialist, the buyer, and the Small Busi- 
ness Administration representative will be arranged by the 
small-business specialist. The procedures outlined in AFR 
70-7 will be followed. 
When a final decision has been made as to whether a Joint 
determination will be entered into, or when the Small Business 
Administration representative is not interested in the procure- 
ment the buyer will: 

(a) State the intended method of handling the procurement, 
i. e., by advertising or negotiation. 

(b) Furnish the AF small-business specialist a copy of the 
source list to be used. 

(4) The AF small-business specialist will: 

(a) Inform the buyer of his determination as to the suit- 
ability of the procurement for small business. 

(b) Make suggestions as to the method of handling the 
procurement, 

(c) Make additions to the source list, when he deems it 
desirable, to afford small business a greater opportunity 
to participate in the AF procurement program. These 
additions will include the names of any small-business 
concerns furnished by the Small Business Administration. 
Advise the buyer of determination in regard to synopsiz- 
ing the procurement. 

Advise the buyer of determination of the applicability of 
Defense Manpower Policy No. 4. 
If the procurement has been determined suitable for s. b., 
furnish the buyer with a copy of AMC Form 261A, 
Small Business Coordination Sheet, which will become 
a permanent part of the procurement file. This form will 
be completed in accordance with the determination and 
agreements described in paragraphs 3d (3) (a), 3d (3) 
(b), and 3d (4). If it has been determined that the 
procurement will be synopsized, the buyer and the AF 
small business specialist will enter in item 3 of AMC 
form 261A a description of the supply or service being 
procured which will be published in the Department of 
Commerce Synopsis. 
The buyer will furnish a copy of the IFB’s, RFB’s, or letter 
proposals to the AF small business specialist. A copy of any 
amendment subsequently issued will be promptly furnished to 
the AF small-business specialist. 

e. The procurement personnel will be responsible for notifying the AF 
small business specialist in connection with procurements where prior 
to the initiation of purchase requests discussions are held for the pur- 
pose of considering potential sources. At such discussions, potential 
sources suggested by the AF small business specialist will be given the 
same consideration as other potential sources that may be considered. 
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f. The buyer will furnish the AF small-business specialist, prior to making 
awards, a copy of the abstract of bids or proposals including any en- 
gineering or laboratory evaluation that has influenced the procurement, 
when the procurement has previously been determined to be suitable 
for small business. The abstract will be in sufficient detail to enable 
the AF small business specialist to determine: 

(1) The PR or MIPR number(s) involved in the procurement. 

(2) That the procurement has or has not been handled in accord- 
ance with the AMC form 261A. 

(3) The basis for the buyer’s recommendation if award is recom 
mended to other than small business. 

(4) The number of sources solicited. 

(5) The correct name and location of each bidder and whether the 
bidder is large or small business. 

g. The AF small business specialist will notify the buyer when not satis- 
fied that adequate consideration has been given small business concerns 
in the handling of the procurement, and will be given an opportunity to 
appeal to the chief of the procurement committee at AMC field pro- 
curement activity prior to awards being made. At headquarters AMC, 
such appeal will be made to the Assistant to the Director of Procure- 
ment and Production. The AF small-business specialist will notify the 
buyer of any disagreement immediately upon receipt of the abstract in 
order that the procurement will not be delayed. Normal review func- 
tions will, of course, be performed on all awards requiring approval of 
higher authority. 

. The AF small-business specialist at AMC field-procurement activities 
will review all DD forms 350, Individual Procurement Action Reports, 
before they are forwarded to Headquarters AMC. AF small-business 
specialists at Headquarters AMC, will review DD forms 350 originating 
from the Procurement Division, Headquarters AMC, prior to inclusion 
of the information thereon in the monthly reports to Headquarters 
USAF, and advise the buyer when it appears that the small business 
information on the form is incorrect. 

. Each activity covered by the scope of this appendix as set forth in 
paragraph 2 above, will submit AMC form 261, Small Business Monthly 
Activity Report (reports control symbol AMC-—N5 authorized this 
report), as of the end of each month to reach Headquarters AMC, 
attention: MCPE-2, not later than the 12th calendar day of each month 
following the “as of date.” The AF small-business specialist will be 
responsible for maintaining records on AMC form 261B, Small-Business 
Procurement Abstract, and submitting reports direct to Headquarters 
AMC, attention: MCPE-2, on all procurements in an amount of $10,000 
or more. If a cross reference card is required, AMC form 261C, 
Small Business Cross Reference Abstract, will be used. 

4. Supply of forms: AMC form 261, Small Business Monthly Activity Re- 
port, AMC forms 261A, small-business coordination sheet, AMC form 261B, 
Small Business Procurement Abstract, and AMC form 261C, Small Business 
Cross Reference Abstract, will be available approximately May 1, 1954, and will 
be requisitioned through normal supply channels. 


By ORDER OF THE SECRETARY OF THE AIR FORCE: 


N. F. TWINING, 
OFFICIAL: Chief of Staff, United States Air Force. 
E. W. RAWLINGS, 
General, USAF, 
Commander, 
Air Materiel Command 


I inclosure : Incl 1, Waiver List (24 Mar 54). 
Distribution : 
A.C. 
WAIVER List 


Items and types of procurements listed below will rarely be considered suitable 
for small-business production. 


Airplanes and spare parts 
Aircraft engines end spare parts 
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Propellers and spare parts 
rurbo-superchargers and spare parts 
Automatic pilots and spare parts 
Flight simulators and spare parts 
Aircraft wheels and brakes 
Gyroscopically operated flight and navigation instruments 
Constant speed drives for aircraft 
Ground navigation and search radar 
Airborne bombing radar systems purchased complete 
Fire control systems purchased complete 
Bombing radar systems purchased complete 
Gun bomb rocket sights 
Bombing navigational systems purchased complete 
Special tools (class 18) when purchased with aircraft or engines 
Aerial Cameras and spare parts 
Aircraft starters and spare parts 
Aircraft generators and spare parts 
Aircraft carburetors and spare parts 
Landing gear and spare parts 
Aircraft spark plugs 
Turrets and spare parts 
Aircraft steel cable 
Aircraft fire extinguisher systems and spare parts 
Guided missiles 
Utilities contracts (gas, electricity, sewage, etc.) 
Aircraft fuels and lubricants 
Senator Lona. I will ask our counsel to exercise his judgment on 
whether these other two statements should be placed in the record. 
Thank you very much. 
(Whereupon, at 1: 55 p. m., the subcommittee recessed to meet again 
on Wednesday, April 7, 1954, at 10 a. m., in room 457, Senate Office 
Building. 
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WEDNESDAY, APRIL 7, 1954 


SuBcoMMITTEE ON Minirary ProcuREMENT 
OF THE SELECT CoMMITTEE ON SMALL Bustness, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 437, 
Senate Office Building, Senator Homer Ferguson presiding. 

Present: Senators Ferguson (presiding), Goldwater, and Gillette. 

Also present: Robert A. Forsythe, chief counsel, and William D. 
Amis, professional staff member of the committee. 

Senator Frerauson. The committee will come to order. The chair- 
man will swear the witnesses with the understanding that the record 
will be taken but not made part of our record until it is seen by the 
members of the committee and approved. 

If you will raise your right hands—do you each solemnly swear 
that the testimony you are about to give in the matter under consid- 
eration by the committee shall be the truth, the whole truth, and noth- 
ing but the truth, so help you God ¢ 

(The replies were in the affirmative.) 

Senator Fercuson. Some of these statements we will receive and 
put into the record as though read. Mr. Fogler, we will have you 
read yours because you may want to comment on it. 

Mr. Footer. Mr. Chairman, I appreciate very greatly the oppor- 
tunity to appear before your committee entirely aside from this very 
brief statement which I have to make. I would like to say this: that I 
am very much interested in small business in relationship to the Navy 
because I believe that it is desirable to have the greatest possible par- 
ticipation of small business. It is for the real ‘interest of the Navy 
to have that. 

Possibly it might be as good a time as any now if it is agreeable 
to you for me to introduce the individuals who are here with me. 
On my left is Rear Admiral Arnold who is Vice Chief of Naval 
Material. Next to Admiral Arnold is Commander Curtin who is 
in charge of the Small-Business Industry Cooperation Branch of the 
Procurement Division of the Office of Naval Material, and on his left 
is Mr. Questal who assists him in his work. On my right is Mr. 
Bannerman who is the Assistant Director of the Procurement Divi- 
sion of the Office of Naval Material. This gentleman is Mr. Meritt 
Steger from the Office of the General Counsel, 

Senator Fercuson. We are glad to have you here this morning and 
you may proceed, Mr. Fogler. 


46619—54——_19 
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STATEMENT OF R. H. FOGLER, ASSISTANT SECRETARY OF THE 
NAVY 


Mr. Focier. We have in the Navy a special Small-Business Indus- 
try Cooperation Branch located in the Procurement Division, Office 
of Naval _s ial, which is under the direction of Comdr. Neale W. 
Curtin (SC), United States Navy. He is here to answer any ques- 
tions you wd have. A copy of his prepared statement will be pre- 
sented for the record. (Commander Curtin’s prepared statement ap- 
pears on p. 307.) 

The Navy has vigorously and continually supported the policy of 
making maximum utilization of small firms to meet its procurement 
requirements. Past experience with small concerns has clearly dem- 
onstrated that such a policy is advantageous to the Navy and to the 
Nation as a whole as well as to small business. Participation of nu- 
merous and widely dispersed small firms in Navy procurement has 
resulted in the establishment of a broad industrial base of suppliers 
who can be relied upon to meet the exigencies of an all-out mobiliza- 
tion effort. Encouragement of a maximum number of qualified small 
concerns to compete for current procurements has in many instances 
resulted in substantial savings to the Government with more defense 
per ap propr iated dollar. 

Since the beginning of the Korean war in ore 1950, more than 
11,000 new contractors have participated in es Navy procurement 
program. Approximately 100 new suppliers each month are cur- 
rently receiving Navy contracts. In each case more than 80 percent 
of the new suppliers were small firms. A new contractor is one who 
has not received a contract from the Navy since 1949. 

We are making a determined and conscientious effort to imple- 
ment the intent of Congress that a fair proportion of the total con- 
tracts for supplies and services shall be placed with small business. 
All personnel concerned with procurement have been apprised of the 
Navy’s policy of assistance to small firms. They have been directed 
to give careful consideration and help to small firms interested in 
becoming Navy suppliers. We do recognize, however, that the 
interests of small business also necessitate the services of specially 
trained personnel who understand the problems of small business and 
can be helpful in solving them. With this consideration in mind 
the Navy has developed a small-business team. It consists of 60 small- 
business specialists and 25 industry-cooperation officers. 

Senator Frreuson. Right there, are these industrial-cooperative 
officers employees of the Navy? 

Mr. Footer. Yes; they are. 

Senator Ferguson. What is the difference, then, between the small- 
business specialists and industrial-cooperative officers? 

Mr. Focrer. Commander Curtin, do you want to explain the tech- 
nical difference ? 

Commander Curtry. Mr. Chairman, I wish to advise that the small- 
business specialists are assigned to the major purchasing activities 
while the industry-cooperation officers are assigned to the 25 offices 
of inspectors of naval material which are located throughout the 
country. Their duties are to administer the prime contracts which 
have already been placed by Navy purchasing officers. 
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Senator Frerevson. I do not know that I get the real distinction. 
You say, 25 of them are in the offices to facilitate the contracts ¢ 

Commander Curtin. Yes, sir. 

Senator Frercuson. What are the specialists for ? 

Commander Curtin. The specialists, sir, are to screen all of the 
p roposed individual procurements before the contract is placed by 

1e contract ing officer, sir. 

Senator Frercuson. What do you mean by screening ? 

Commander Curtin. Screening, Mr. Chairman, means that each 
one of the individual procurements is screened for suitability for 
performance by small business, before it has been determined as to 
vhether or not the procurement will be advertised or whether it will 
be negotiated, they are screened by the small-business specialists, 

Senator Frreuson. To see whether or not they are suitable for small 
business ¢ 

Commander Curtin. Yes, sir. 

Senator Fercuson. Any other reason? Do they have any part in 
determining whether it is an advertised or a negotiated bid? 

Commander Curtin. Yes, sir; they do. 

Senator Fercuson. What have they got to say on that? 

Commander Curtin. Well, that depends upon the type of procure- 
ment. Whether it should be advertised or whether it should be 
negotiated is determined by availability of good, technical specifica- 
tions, availability of cost data, and competition. 

Senator Frercuson. You see, if it is negotiated, the small-business 
man may never hear of it. If it is advertised, he would have a right 
tocome in. How do you advertise these bids ? 

Mr. BANNeRMAN. Could I take over ? 

Senator Frrauson. Yes. 

Mr. BANNERMAN. The question of how we advertise—— 

Senator Fercuson. Suppose you are going to buy 1,000 chairs today 
or in the near future, 30 or 60 days; there was an advertised bid. 
Where do you put the advertisement ? 

Mr. BANNERMAN. Each office which is responsible for purchasing 
designated commodities maintains lists of all known qualified firms 
who can make those commodities. Their advertisement is an invia- 
tion for bids. It is mailed to all those firms who are known to be 
qualified. In addition, it is posted in public places. It is publicized 
through Department of Commerce channels, made available to the 
Small Business Administration offices throughout the country and 
again is made available to the—— 

Senator Fercuson. What you call advertising is merely mailing out 
bids. . i 

Mr. BANNeRMAN. The process of formal advertising as distin- 
guished from other ways of purchasing is a much more technical 
thing. There is much more to it than that. For instance, it involves 
the receipt of bids on a date certain; the opening of bids on an hour 
certain; the rejection of any late bids; the acceptance of bids prin- 
ay on the basis of low price and award to the low responsible 
bidder without further discussion. 

Senator Frereuson. But the word “advertisement” means mailing 
out bids? 
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Mr. Bannerman. It—well, advertising, Mr. Chairman, mailing 
out requests for bids, can be handled in several ways. It can be han- 
dled by mailing to representative firms, by posting in public places or 
actually by engaging ads in newspapers in some cases. 

Senator Frercuson. Is there any advertising in newspapers? 

Mr. BANNERMAN. As to ordinary supply contracts, no, not only in 
the Navy but throughout the Government. I think that is normally 
done in connection with construction work. I believe they do 
advertise. : 

Senator Frrevson. How does a small-business man, if he is not 
on the list, as far as advertised bid is concerned, hear of it. He would 
not hear of it; would he? 

Mr. BannerMAN. He could very well hear of it, Mr. Chairman. 
In fact, if he is particularly interested and goes to the normal sources 
that are known to most people in most trades, he could find out about 
it. As I say, there is a Department of Commerce synopsis that I 
believe is published daily. 

Mr. Questa. That is correct. 

Mr. Bannerman. Which includes most advertised procurements. 
We actually circularize our advertised procurements in practically 
all instances to the Small Business Administration. 

Senator Frreuson. Which is what I wanted to know. Suppose 
your specialist says on an advertised bid that this is not appropriate 
for small business. Then no small-business firm gets to know of 
that ? 

Mr. Bannerman. I suspect that what you have said, Mr. Chair- 
man, is probably right in the first-instance. However, any small- 
business firm can get notice of it. An advertised procurement is 
public. It is published i in the sense it is made available through trade 
channels, through at least two governmental channels outside of the 
Department of Defense, and many trade publications pick them up, 
such as Government Advertiser and others. Anybody can bid on an 
advertised procurement. There is no one barred from bidding in 
connection with an advertised procurement. It would be a very rare 
case, I would like to say, where an advertised procurement, a pro- 
curement which we had determined should be advertised, was deter- 
mined to be unsuitable for small business. 

Senator Frereuson. That is not common. 

Mr. BanNERMAN. That would not be a common case. As a matter 
of fact, most of the circumstances that make a procurement suita- 
ble for public advertising, the formal-award type of thing, are the 
same types of circumstances that make it suitable for small business. 

Senator Fercuson. What percentage of our dollars and what per- 
centage of your contracts are negotiated 

Mr. BannerMan. That isa varying factor. At the moment, during 
the past 6 one during the first 6 months of this fiscal year, I believe 
that 17 percent of our dollars were in advertised contracts, the balance 
in negotiated contracts. 

Senator Ferauson. So that a very small part is advertised ? 

Mr. BANNERMAN. That is correct, Mr. Chairman. It is an increas- 
ing part, I might add. 

Senator Fercuson. You say you are increasing it to advertising? 
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Mr. BANNERMAN. Yes, sir; it was lower than that during the early 
days after Korea. It is going up. We have taken steps to increase 
the amount of advertising. 

Senator Fercuson. Why do you want to increase it? 

Mr. BANNERMAN. Because a good deal of the negotiated procure- 
ment which we were undertaking in the past few years has been 
undertaken under the emergency, the declaration of national emer- 
gvency and we feel the time has come—— 

Senator Frrevson. Is there a national emergency declaration in 
effect today ¢ 

Mr. Bannerman. Yes, sir; there is today. 

Senator Ferevuson. How many of them are there? 

Mr. BannerMaNn. I can’t answer that. At least one. 

Senator Ferguson. Do you know why they have not been repealed ? 

Mr. Bannerman. I cannot answer that. I suspect that it is for 
reasons other than procurement reasons ; it is possible Mr. Steger could 
shed some light on that. 

Senator Frreuson. Do you know any reason why it is on the books 
now? Are we trying to transfer from war to peac e? 

Mr. Srecer. The latest declaration of a national emergency by the 
President was on December 16, 1950. There are many statutes other 
than the Armed Services Procurement Act which are affected by this 
declaration. 

Senator Frravuson. The one that counsel was talking about. 

Mr. BannerMan. We are talking about the same one, Mr. Chair- 
man. 

Senator Frrcuson. Are you? 

Mr. Sreeer. First, I wanted to explain that the present national 
emergency has continued in effect since December 16, 1950, as declared 
by the President on that date. That was the basis for our utilization 
of section 2 (c) (1) of the Armed Services Procurement Act for nego- 
tiation of contracts during this period. 

Senator Frrcuson. That is still in effect, so you feel at liberty to 
apply that section of the statute today ¢ 

Ir. Srrcer. The Secretary of the Navy and the Secretaries of the 
other military departments made blanket determinations on December 
18, 1950, to utilize section 2 (c) (1) of the Armed Services Procure- 
ment Act. Since that date, as was disclosed by Mr. Anderson in his 
recent testimony before one of the committees of Congress, he had 
asked Mr. Fogler to reexamine the usage of section 2 (c) (1)—Mr. 
Fogler has just recently issued in the Navy Department a compre- 
hensive directive restricting the use of section 2 (c) (1) as the negotia- 
tion authority. 

I would be glad, Mr. Chairman, to submit in the record this most 
recent directive. 

Senator Frrcuson. I think we ought to have that. 

Mr. Srecer. Yes, sir. 
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(The directive referred to follows:) 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SFCRETARY, 
Washington 25, D). C., 1 Apr. 1954, 
NCPD 57-54 
[NPD 15-101] 
From: Secretary of the Navy 
To: Commandant of the Marine Corps 
Chief of Naval Material 
Commander, Military Sea Transportation Service 
Chief of Naval Personnel 
Chief, Bureau of Yards and Docks 
Chief, Bureau of Ordnance 
Chief, Bureau of Ships 
Chief, Bureau of Supplies and Accounts 
Chief, Bureau of Medicine and Surgery 
Chief, Bureau of Aeronautics 
Chief of Naval Research 
Director, Armed Services Petroleum Purchasing Agency 
Subj: Negotiated Procurement During the Present National Emergency 


[15-101.1] 


1. Effective 1 May 1954, all negotiated new procurement (including new pro- 
curement made by contract amendments) shall be effected under the authority 
of Section 2 (c) (1) of the Armed Services Procurement Act, (P. L. 413, 80th 
Congress, 2nd Session) and said Section shall be cited as the authority for nego- 
tiation on the coniract cover shect or purchase order. The Secretarial Determin- 
ation of 18 December 1950 (15-101.7) granting the authority to negotiate under 
Section 2 (c) (1) continues in effect. However, the need for the continuation of 
such Determination will be reexamined periodically. 


[15-101.2] 

2. All contracts and purchase orders entered into by means of negotiation will 
cite Section 2 (c) (1) as the negotiation authority. Except as otherwise provided 
in this directive, a memorandum for the file shall be prepared for each negotiated 
procurement justifying the use of negotiation. These memoranda shall utilize 
as the negotiation authority the particular subsection of 2 (c) under which the 
procurement would have been negotiated had Section 2 (c) (1) not been avail- 
able for use, and shall be prepared according to the following criteria : 

a. Where Section 2 (c) (2) or Section 2 (c) (10) is used as the basis for nego- 
tiation, the memoranda are to be signed by the Contracting Officer executing the 
contract or purchase order. 

b. A memorandum is not required for procurement utilizing Sections 2 (¢c) (3) 
through 2 (c) (9) as the basis for negotiation. 

c. Where Sections 2 (c) (11), (12), and 2 (ec) (14) through (17) are used 
as the basis for negotiation, the memoranda are to be signed by the Head of the 
Contract Section or Purchase Division, or by the head of an equivalent division 
or section, in the case of a procuring activity and by the head of the purchasing 
activity in the case of field purchasing activities. 

d. Where Section 2 (c) (13) is the basis for negotiation, the Determination, 
as required by SecNavy Instruction 5711.1 of 6 March 1954, will be attached to 
the purchase requisition or MIPR for retention in the contract files of the Pur- 
chasing Activity. 

e. Where the procurement requires contract clearance a copy of the memo- 
randum shall be forwarded to the Office of Naval Material, accompanying the 
“Request for Authority to Contract,” NAVEXOS 2760. 

f. Where Section 2 (c) (2) or 2 (ec) (10) through 2 (c) (16) are used as the 
basis for negotiation, NPD 2-300 shall be used as a guide in the preparation 
of the memorandum. It is contemplated that such memoranda will be prepared 
with the same care and in substantially the same form as if these Sections were 
being cited as the authority for negotiation rather than Section 2 (c) (1). In 
procuring activities and offices to which Counsel are assigned, the required memo- 
randa justifying negotiation under Section 2 (c) (1) and Sections 2 (c) (11) 
through (17) shall be reviewed and approved by Counsel. 
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[15-101.3] 


3. Except as provided in paragraph 4 below, in those instances where the de- 
cision to negotiate cannot be justified on any basis other than Section 2 (c) (1), 
and it is nevertheless important that the contract be negotiated, the determina- 
tion to negotiate the contract or purchase order under Secion 2 (c) (1) shall be 
made only by the Head of the Procuring Activity and the memorandum in justifi- 
cation thereof shall be signed by such Head. The Head of the Procuring Activity 
may not delegate this authority without the prior approval of the Assistant 
Secretary of the Navy. 


[15-101.4] 


4, In the following instances, Section 2 (c) (1) may be utilized as the negotia- 
tion authority and a determination by the Head of the Procuring Activity to 
negotiate the contract or purchase order under Section 2 (c) (1) is not required: 

a. Where set-aside portions of procurements for negotiation exclusively ‘vith 
firms located in labor-surplus areas are made in accordance with the policy and 
procedures set forth in ASPR 1-302.4. In these instances a memorandum will 
be prepared to indicate that the procurement has been negotiated under Se tion 
2 (c) (1), based on a determination to set aside a portion of the procurement 
for negotiation exclusively with firms located in labor-surplus areas. 

b. Where the total amount of the contract or purchase order is not in e<cess 
of $5,000. In these instances Section 2 (c) (1) may be utilized as the authority 
to negotiate and a memorandum in justification of the use of Section 2 (c) (1) 
need not be made. 

[15~101.5] 

5. In the preparation of the “Individual Procurement Action Report” DD Form 
350, the Procuring Activity shall check Block 2 of Item 16, and in the space pro- 
vided next to the word “other” list the exception which would have been us¢d had 
Section 2 (c) (1) not been available. Block 1 of Item 16 will.be checkel only 
in those cases discussed in paragraph 15—-101.3. Whenever this block is checked, 
the date of the approval by the Head of the Procuring Activity of the 2 («:) (1) 
justification will also be noted in Item 24. Sub-blocks 1 and 2 of Item 16, identi- 
fying the grantor of the authority to negotiate, will no longer be complet: d 


[15~101.41 


6. With the exception of 15-101.7, NPD 15-101 (NCPD 40-51), is hereby 
superseded and cancelled. 

R. H. Foores, 
Assistant Secretary of the llavy. 

Mr. Foctrr. May I make just two general statements, Mr. ‘Chair- 
man ¢ 

Senator Frreuson. Yes. 

Mr. Footer. First of all, the percentage is small. It is govg up; 
that is a fact, not a general statement. 

The first general statement, though, is this, and unfortunately we 
do not have here this morning that something we need in the Navy 
and your committee should have.t| There are a great many dollar 
contracts, some classified and some not classified, having to do with 
such articles as jet engines, airplane frames, where it is not practical 
to have formal advertising. They involve a very large part of the 
dollar expenditures of the Navy, and make this percentage of adver- 
tised contracts look less favorable than it otherwise would. 

There is another general statement that I would like to make. 
While we are not at war, we are in a period of world uncertainty— 
it can be described in many different terms—and we are carrying on 


*. _ appendix 7, p. 529, for supplemental information furnished by the Department of 
the Navy. 
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procurements at a very much different rate than we would be carry- 
ing on if we were actually in a peaceful world. 

Senator Frercuson. Is it not our desire to get away from emergency ? 

Mr. Focier. It is; definitely. 

Senator Frereuson. It is not always to be acting under orders of 
emergency / 

Mr. Srecer. As I explained, we could not utilize section 2 (c) (1) 
unless we had a national emergency declared by the President or by 
Congress. But having that emergency in effect, we feel that there is 
still some use that we must necessarily make of the broader authority 
of section 2 (c) (1). However, we are placing in the Navy the right 
to use section 2 (c) (1) at very high levels; that is, a determination is 
made at high levels in the Navy before utilization is made of the 
section 2 (c) (1). 

Senator Frrcuson. If your only use, if you are only using 15 per- 
cent of the dollars in negotiated bids, that is a very, very small 
amount—I mean, in advertising; in advertising that is a very small 
amount of advertised bids. 

Mr. Srecer. Mr. Chairman, I think that was equally true in the 
Army, the Air Force, and the Navy. 

Senator Ferguson. That does not answer the question at all be- 
cause the others do the same thing. 

Mr. Srecer. I realize; but I meant, Mr. Chairman, it was equally 
true during the period from the enactment of the Armed Services 
Procurement Act until we began the utilization of section 2 (ec) (1) 
on December 18, 1950. 

Senator Frerauson. Do you not get a lot of complaints from small 
business because of the fact that you do not advertise and you 
negotiate ¢ 

Is that not one of your big complaints ? 

Mr. Srecer. Yes, sir. 

Senator Frercuson. Does that mean that as far as the Navy is con- 
cerned they are not operating under the December 16, 1950, emer- 
gency order ¢ 

Mr. BannerMAN. No, sir. 

Mr. Srecer. It will be necessary to continue to negotiate certain 
contracts under section 2 (c) (1) of the Armed Services Procurement 
Act. In my opinion, there will be a number of cases where we would 
not have one of the numbered exceptions, 2 (c) (2) through 2 (c) (16) 
available and where it would still be necessary to negotiate the con- 
tract under section 2 (c) (1) of that act. 

Senator Frrauson. Now, do I understand that if the emergency 
order of December 16, 1950, were not in effect, then 2 (c) (1) is not in 
effect ? 

Mr. Srecer. That is correct. 

Senator Fercuson. Then you would have to have all advertised bids. 

Mr. Srecer. No, sir. We had, in my opinion, a very liberal author- 
ity for actual peacetime procurement under the other numbered ex- 
ceptions. We have, Mr. Chairman, 16 specific exceptions permitting 
negotiations 

Senator Fereuson. Then what difference does it make whether the 
emergency order is in effect ? 

Mr. Srecer. As I explained 
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Senator Frrcuson. If you have exceptions. 

Mr. Focier. It is; definitely. That is the direction in which we 
are going in the Navy but the creation of an emergency is not neces- 
sarily the creation of the people of the United States ‘or the United 
States Government. The emergency is partially due to forces en- 
tirely outside of our country. 

Senator Frrcuson. Well, but that still keeps under pressure. Is 
it possible today to operate in the Navy in this procurement and not 
consider that we are in an emergency and therefore violate the funda- 
mentals of or dinates rules of contract? That is what I am getting at. 

Mr. Focier. I would like to have Mr. Bannerman answer that. 

Mr. BannerMAN. I would like to say with respect to that, Mr. Chair- 
man, that I think we can get back pretty close to our 1948 to 1950 
peacetime system of operation. It does not follow from that that 
we would be advertising all of our procurements. There are many 
procurements, the type ‘which Mr. Folger has just described, which 
would not be advertised under any circumstances. I would like to 
make one point very clear indeed and that is that with respect to our 
negotiated procurement, it should not be assumed that negotiated pro- 
curement necessarily or automatically excludes small business. Or 
that negotiated procurements necessarily and automatically are with 
some one or very small group of preselected companies. 

Senator Frrcuson. Is it not true that small contractors have a great 
complaint against negotiated bids? 

Mr. BANNeRMAN. I have heard complaints, certainly; I think we 
all have. It is also true, however, that dollarwise certainly over the 
period of the last 2 or 3 years in the Navy small contractors have gotten 
more dollars out of negotiated bidding than they have advertised 
bidding. I do not claim that they get a higher ratio; that they have 
as good a ratio of return under negotiated bidding but they certainly 
get more dollars. It is also a fact that a very great many of our 
negotiated procurements are highly competitive and are publicized 
in the same manner as our advertised procurements are. They are 
negotiated for reasons having to do with the nature of the specifica- 
tions, our desire to get improvements in the product if they are 
military products; our desire to be able to work out specialized busi- 
ness terms and conditions with the companies who are quoting and a 
number of other factors which I think most of us are familiar with. 
But nevertheless, negotiated procurement is not synonymous with 
sole-source procurement or exclusive of small business. 

Senator Frereuson. But does it not lend itself, negotiated bidding, 
to the idea that you select a ere specifications are varied to 
suit the contractor? Whereas, if it is advertised, everybody has a 
right to come in on the same basis? 

Mr. BANNERMAN. If you say it lends itself to criticism on that basis, 
I think I would have to agree with you. I think we have all been 
criticized on that very basis. It also frequently lends itself to making 
better transactions for the Government and I can assure you that our 
PRAR PCIE including our negotiated procurement, is a subject mat- 
ter that is very carefully reviewed by a very great many people 
indeed. There is nothing secret about our negotiated procurement. 

Mr. Focier. May I raise a question, Mr. Chairman? I think it is 
not entirely conclusive to say that the ‘negotiated contract is one that 
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lends itself to the benefit of the contractor. It is one in which I 
think it primarily lends itself to the benefit of the purchaser to get 
in a complicated item, end items, the best design and the best — 
people to make the end item. It does become beneficial to perhaps 4 
or 5 or 6 or maybe more, maybe less, contractors. But the purpose of 
it is not the benefit to them. It is to benefit the Navy or the Govern- 
ment. 

Senator Frereuson. Of course, that is a question, whether or not it 
does benefit the Government when you take out competition. 

Mr. Focier. Most of them are competitive. They are limited com- 
petition. 

Senator Frrcuson. It is limited competition. 

Mr. Bannerman. Many of them, Mr. Chairman, are widely pub- 
licized and it is not at all uncommon to get a great many volunteer 
quotations on negotiated procurement. Negotiated procurements offer 
him—what is the dollar figure that goes to the Department of Com- 
merce? All negotiated procurements that do not have military-se- 
curity classification, which is a relatively small proportion of our 
total or, in fact, publicized through the same channels, the Depart- 
ment of Commerce channels and to the Small Business Administra- 
tion channels in the field and are made known to many people. We 
get many requests for bid sets or quotation sets on negotiated procure- 
ments and we get many quotations that were not initially solicited, 
just as we do in the advertised process. In those instances, the value 
of the negotiations has nothing to do whatsoever with restricting 
sources. It has to do with the way you go about making the contract 
after the quotations are in. 

Senator Gotpwater. You say that at the present time approximately 
15 percent of your business is advertised bids? 

Mr. BANNERMAN. I am corrected. It is 17 percent. 

Senator Gotpwater. That figure has been increasing. 

Mr. BANNERMAN. Yes, sir; I think during the fiscal year 1952 that 
was down to just over 9 percent; in the last fiscal year it was up to 1014 
percent and in the first 6 months of fiscal year 1954 it was up to 16.9 
percent. It is going up. 

Senator Gotpwater. Do you have any way at the present time of 
estimating how high that might go when you reach the ideal situa- 
tion? 

Mr. BANNERMAN. If we were not using the 2 (c) (1), the national 
emergency exception, it would range upward, in my judgment—this is 
purely a judgment answer—upward from 20 percent and the position 
in that range would depend almost entirely on the nature of our pro- 
curement program for the year. 

If, for instance, we had a year when we were not buying much heavy 
naval hardware in the form of aircraft or ships or major ordnance 
items but were engaged to a preponderantly higher extent in house- 
keeping procurement, I think the percentage might go well above 20 
percent; but in any year where we are buying major combat vessels or 
aircraft, representing a high proportion of our total, I doubt if our 
average of advertised procurement would ever range much over 20. 

Senator Gotpwarter. You do not think you could approach 50, then? 

Mr. BANNERMAN. I would not think so, because, actually, Senator, 
in the years with which I have had experience, which go back to 1948 in 





MILITARY PROCUREMENT PROGRAM, 1954 289 


this thing, over 50 percent by dollars in procurement has been in these 
very products that we cannot advertise. 

Senator Fercuson. Now, do you have in the Navy what we used to 
have in the Air Force, a system of purchasing called local purchase? 

Mr. BANNERMAN. Yes, sir. 

Senator GotpwaTer. What is the top limit on local purchase? 

Mr. BANNERMAN. At the moment it is $1,000, I believe. 

Senator GoLpwaTer. You can place those orders without bids? 

Mr. BANNERMAN. That is correct. That is permitted, placing orders 
under $1,000 is one of the numbered exceptions that Mr. Steger 
mentioned. 2 (c) (3), that section authorizes procurement without- 
advertising for purchases under $1,000. 

Senator GoLpwaTer. Those mostly go to small business, do they ? 

Mr. BANNERMAN. In determining what is suitable for small business, 
we include all of those; 100 percent of those are considered suitable. 
Obviously, you will make local purchases from local business people. 
Most of those go to small business. 

Senator Gotpwater. Are those figured in your totals that add up to 
16.9% 

Mr. BANNERMAN. The dollars of those are; that percentage that I 
mentioned, 16.9, does not have to do with numbers of transactions. 
it has to do with total, the total Navy dollars. They are figured by 
the total. Purchases in the Navy under $1,000, while they represent 
a very high proportion of our total transactions, something like 97 
percent, are less than 1 percent of our dollars. 

Senator Gotpwarer. That is very true, but I wanted to get that on 
the record because that type of purchasing has to be engaged in. It is 
very beneficial to small business. 

Mr. BANNeRMAN. Very true. We are making purchases of under 
$1,000, so-called local purchases, the preponderance of which, as you 
pointed out, goes to small business all over the country in many, many 
different Navy purchasing locations. 

Senator Frrauson. Now, in the purchase of aircraft frames and 
jet engines and other heavy equipment, do you have any dollar basis 
that you say above this is big business and below this is small business ? 

Mr. BANNERMAN. No, sir. 

Senator Gotpwater. Don’t have? 

Mr. BannerMAN. No, sir. If I understand the question correctly, 
I think that we never make a decision that a particular award must go 
to big business or small business. The procurement dictates that. We 
are anxious as a matter of good procurement and quite apart from 
small-business considerations to get whatever competition we can into 
any procurement, but the fact of the matter is that you don’t buy air- 
frames from small business. There is nobody in the business. 

(Following are figures subsequently supplied by the Department 


of the Navy.) 
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Dollar categories of procurement—Number and value of individual purchases 


Cumulavive, July 1953 te February . 
r 3 3 ’ N hly 2 ary 195 
1954. inclusive Monthly, February 1954 
Value category — ee Ps, ee 
Dollar Per- Nam- Pere Dollar 
value : hee cles value 
thousands ~ | (thousands) 


Per- 
cent 


$1,000"0r les . 391.3 90.0 $47, 904 5 49, 646 89.9 $5, 874 | 
$1,001 to $4,999 26, 897 6.2 56, 490 ; 3, 523 6 7, 553 

$5,000 to $9,999 3, 392 1.5 41, 300 7 7 1.6 5, 794 
$10,000 to $24,999 i , 042 4 76, 659 525 ] 0, 756 
$25,000 to $49,999 i ) .6 99, 435 5.3 7 5 1, 374 
$50,000 to $99,999 5 4 127, 937 7 186 3 4, 586 
$100,000 to $249,999 15 a 196, 78% 121 20, 208 

13, 2 


$250,000 to $499,999 32 l 126, 193 1. 6 40) 271 
$500,000 to $999,999 ‘ 125, 83 19 3 999 
7 


$1,000,000 to $1,499,999 I 43, 597 2.3 6 551 
$1,500,000 to $1,999,999 57 55 ‘ 5 095 
$2,000,000 to $4,999,999 ‘ 67,‘ 3.5 10 —3, 500 
$5,000,000 and over 5 836, 2 19 ) 45, 806 | 


Total___- 34, 76 100. 0 1, 900, 880 55, 260 100 146, 488 


| Less than Mo of 1 percent 


Mr. Foerer. Aircraft manufacturers buy a great part of their ma- 
terial from small business. 

Senator Gotpwarer. Do you get many complaints from small 
business on being excluded from an opportunity to bid on what you 
would call in your procurement program the type of business that 

only a ls arge mi anufacturer would have. 

Mr. Bannerman. Senator, I would like to make it very clear that 
for statistical purposes in the Navy—and I think the same is true in 
other services—certain procurements are classified as suitable for small 
business and others unsuitable for small business. This does not mean 
that we are excluding anybody. We never exclude small-business 
firms; if interested and qualified, small-business firms can submit a 
quotation—they are weleomed—even some which we may have thought 
were only suitable for large business. Occasionally, you will find a 
specially well-qualified small-business firm that you had not previ- 
ously known of who can do that work. They are welcomed. There 
is no exclusion. With the exception of military procurements bear- 
ing military classification, our procurements are known to the public. 
We do not reject quotations which come in from qualified firms. We 
may not award to the person that submits the low quote if, after a 
thorough examination, we consider that he is not qualified or does 
not know what he is getting into. That is a matter for decision after 
you have looked it over, but we do not reject such quotations. 

Mr. Focier. I was going to make this comment. This does not 
cover a wide enough field to be considered typical. But I have made 
inquiry in regard to a great many of the purchases made by different 
purchasing units of the Navy about the procurements of less than 
$1,000. Rather generally I have found this—that they are not made 
by simply calling some one organization on the telephone and saying, 

“J want so many dozens of some item.” They are usually made by 
checking with several different possible suppliers in the local area. 
In some cases they are bought from an organization which in itself 
employs perhaps not more than a dozen people. The item may have 
been manufactured by a large organization employing thousands of 


people. 
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I have always felt that in talking with our various procurement 
people that this is buying from small bus‘ness even though the prod- 
uct was manufactured by a company that would be considered big 
business. The Navy actually purchases it from small business. That 
is limited information from personal inquiries I have made and not 
a result of statistical study. 

Senator Ferauson. Well, very few of the outlets are big business. 
The wholesalers and retailers are usually small business. Is that not 
true ¢ 

Mr. Foerrr. I think that certainly is true generally, Mr. Chairman. 

Senator Gitierre. Gentlemen, I do not want to cover ground that 
has been covered here, but there are 2 or 3 questions that I wish 
to ask. The gentleman who just spoke said of this method of nego- 
tiating, of which you just spoke here, that this method of negotiating 

nder which you buy some 83 or 84 percent is not exclusive. That 

is because you make it a practice. The mere nature of attempted 
negotiations to enter into contract must of necessity be selective, 
must it not? 

Mr. Bannerman. The negotiated procurement covers quite a wide 
variety of different kinds of procurement. We have cases where, 
because of the nature of the product and our knowledge, that it is 
possible that—for instance, we might want to get a technical pro- 
posal, a proposal for improving the product in connection with our 
quotation. Such a procurement we might want to go to the very 
widest possible group of people so we can look over not only the 
price proposals but the technical proposals that come in, in connec- 
tion with such a product. 

It is true that our final selection is selective. All ultimate awards 
are selective process, 

Senator GitteTre. May I interrupt you? Is it not also true that 
your preliminary negotiations or discussions are selective? 

Mr. BANNERMAN. The preliminary discussions would be based nor- 
mally on the quotations that come in. Now, we do not restrict—— 

Senator Gitterre. Why do quotations come in if you have not 
advertised for bids? 

Mr. BANNERMAN. Our unclassified negotiated procurements over a 
certain dollar value are in fact rather widely publicized. They go 
out, as I said, through Department of Commerce channels and are 
made available to businessmen all over the country. They go out 
through the Small Business Administration channels and with copies 
of specifications and all the necessary data relating to it, and much 
interest is frequently built up through those sources with respect to 
companies that we may not have heard of at the time we originally 
went out. 

Senator Gitietre. Then, again, that widely publicized procedure 
is a matter within your discretion ? 

Mr. Bannerman. There are Department of Defense directives with 
respect to how that should be done, Senator. We comply with those 
directives in every instance. ; 

Senator Giuierre. The gentleman at the end of the table said that 
in many cases it was not practicable to advertise for bids. That is 
understandable, perhaps, because of security or other factors. But 
the fact remains that under your practice substantially 84 to 85 per- 
cent are negotiated contracts, and a negotiated contract of necessity 
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is selective. You have not opened it wide in which all bidders can 
come in and then you judge of the validity of the bid, their ability 
to carry it out. That is the bidding procedure. But in your decision 
to make a negotiated contract, that of itself is selective, is it not? 

Mr. Bannerman. In many cases, it is, Senator. I think that the 
problem is that under the heading of the word “negotiation,” we are 
describing a number of different procedures. Actually, some of those 
negotiated pro edure s are exclusively selective. We know in advance 
that if we want to buy a particular Grumman aircraft, we are going 
to Grumman. There is nobody else to go to. Obviously, there is 
no point in asking for quotations from anybody else. But it also 
true that with respect to a number of types of, say, not too complex 
electric equipment, we are perfectly willing to have 150 or 200 come 
in or any number. 

Senator Giuetre. Who makes that decision ? 

Mr, Bannerman. That decision is made in the individual contract- 
ing office of the Navy with the consent and concurrence of the small- 
business specialist and the Small Business Administration represent- 
ative there. Iqualify that. The Small Business Administration rep- 
resentative usually does not enter into the question of whether it will 
be advertised or negotiated. He enters into the question of the ex- 
tent of competition. 

Senator Besasnies Then who does make the decision? 

Mr. Bannerman. The contracting officer is responsible for that 
decision. 

Senator Guuzxtre. What position does he hold in the Navy Estab- 
lishment ? 

Mr. BannerMan. He holds various positions. 

Senator Guerre. Is he a commissioned officer or civilian? 

Mr. BANNERMAN. In many cases, commissioned officers and in many 
cases civilians. For instance, before I came into the Office of Naval 
Material I was a civilian contracting officer in the Bureau of Ships. 
I was the Assistant Director of Contracts in that Bureau. The man 
in charge is a uniformed commissioned officer but. within his organi- 
zation he has a number of responsible authorized contracting officers 
who can make such decisions and they may be civilians. 

Senator Giuetrr. The decision as to whether they would advertise 
for bids or not is made in the Navy Department ? 

Mr. BannerMAN. That is correct, sir. 

Senator Guerre. There is another question that I want to ask of 
you before I quit my interrogation. 

Many comp laints come that specifications are drawn to fit certain 
manufacturer’s abilities and needs and are exclusive in their effect. 
Do you want to comment on that? 

Mr. BANNERMAN. Senator, I have heard many such complaints my- 
self. I have investigated many such complaints myself and in our 
own organization. There have been cases where we have found that 
that is a fact and there have been cases where we found not only that 
it was a fact but that there was no justification for it, in which case 
we immediately directed a change in such specifications. There have 
been other cases where we found it is a fact where we were describing 
the only suitable product, in which case we probably could not de- 
scribe it any better and if we did we would not have gotten a different 
product in any change and we did not direct a change. 
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Senator Gitterre. Who reviews those specifications? 

Mr. Bannerman. Those specifications are made up by people re- 
sponsible for specifications in the various Navy technical bureaus and 
[ think in the Bureau of Supplies and Accounts and Bureau of Yards 
and Docks. The various bureaus who initiate requirements are re- 
sponsible for them. They have their own hierarchy within the 
Department of Defense who review their work; and every effort is 
being made at all times, I can assure you this is a continuing effort, we 
are never perfect in this field and we know it, to get specifications 
which can be met by the widest possible group of pe ople. We are just 
as anxious, quite apart from small-business considerations which 
would affect it—we are just as anxious from a procurement standpoint 
to get the widest possible competition. 

Senator Giiterre. It is a factor that can be used and can be abused. 

Mr. BANNERMAN. No question but what it can be. My experience, 
and I have had considerable in this field, is that while it happens, it 
does not happen in any appreciable percentage of our total pro- 
curement. 

Senator Gimerre. That is all, Mr. Chairman. 

Senator Frrcuson. Any other questions ? 

You may proceed. 

Mr. Foerer. They are spread throughout the United States and 
are actively engaged in helping small business increase its participa- 
tion in current procurement. 

From July 1, 1950, to January 31, 1954, anne business received 
more than $5 billion or 20.7 percent of the Navy’s total direct pur- 
chases for that period. 

During the same period about 1,760,000 contracts were awarded to 
small business. This represented more than 70 percent of our total 
procurement actions. In the first 6 months of the current fiscal year 
small business received approximately $378 million or 27.4 percent 
of the total net procurement dollars obligated. 

The period has been short. I would not want to report that as a 
trend but it is in accordance with what we intend to have happen, that 
there will be a greater proportion of the contracts go to small business 

The current reduction in military procurement, while it may not 
adversely affect the ratio of small-business participation, will un- 
doubtedly reduce the dollar volume being awarded to small business. 
To improve small-business participation “duri ing such a period of re- 
duction, major Navy prime contrators are being encouraged to sub- 
contract to small business to the maximum extent consistent with 
efficient performance. 

A total of 299 major Navy prime contractors have declared them- 
selves receptive to the policy of maximum subcontracting to small 
firms. I think that should be a stronger statement because they not 
only have declared themselves rec eptive. They have employed special 
representatives within their companies and they are actively recep- 
tive—not simply receptive in the sense that, yes, we agree with it. 
They are named in a publication entitled, “Selling to Navy Prime 
Contractors.” It has been highly commended as an invaluable aid to 
small firms interested in subcontract work. 

T am not sure you havea book. It lists the names of the contractors 
by States. It lists the names of them also alphabetically and with the 
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addresses. And there is every reason to believe from the information 
that we are receiving that it is one of the very constructive efforts 
which have been made and which will be continued to help the small- 
business man increase his part of the prime-contractor’s business. It 
is not by any means inclusive. It needs to be continually worked 
upon ; but it is already a very great help. 

That is all of the formal statement I had, Mr. Chairman. 

Senator Frerauson. Is there anything else you would like to tell the 
committee ? 

Mr. Footer. Not specifically, except as questions develop. 

Mr. Bannerman has some charts, just a few charts which illustrate 
some of the significant factors. I suggest that he be allowed to show 
those charts and then we are all available for questioning. 

Mr. BANNERMAN. We have just four of these charts. 

This is based on dollars rather than on numbers of transactions. 
This covers the period of all the fiscal year 1953 and the first 6 months 
of 1954. The area under the blue or indicated blue, everything under 
this line, is the total of our procurement by months, by dollars during 
that period. The area under the black line is the proportion of that 
total which was classified prior to procurement by our small-business 
specialist as being suitable for small-business participation. 

The area under the pink line is that proportion which was in fact 
awarded to small-business concerns by months during the same period. 
A fairly significant factor on this chart (chart 1) is difficult to dis- 
tinguish, the ratio that the red plays to the portion under the black 
line, that is pretty hard to tell on a chart of this sort so we cover that 
more fully in the next chart. 
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The area that was shown under that black line on the first chart is on 
this second one (chart 2) considered 100 percent. That is the portion 
which has been judged to be suitable for small-business procurement 
and the area in the shaded portion here over the same months and 
the same period of time, is that which in fact was awarded to small 
business of the total which was suitable. The percentages are 6 
months’ averages. 
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This third chart (chart 3), unlike the two which went before is not 
yased on numbers of dollars but on numbers of procurement trans- 
actions. During the first 6 months of fiscal year 1954, the Navy had 
286,000 procurement actions. That includes everything from the 
small local purchase up to a $50 million or higher contract, each one 
‘ounting asone. Of that total of 286,000 procurement actions, all but 


FISCAL YEAR 1954 (JULY - DECEMBER) 
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3,000 were considered as suitable for small-business participation. 
The 3,000 quite obviously were very frequently large procurements. 
Of the 283,000 which could have been placed with small business, 
209,000 transactions actually were placed with small business during 
that same period of time. ‘That is the picture in terms of numbers of 
actions. 

This is our last chart (chart 4) in this presentation and it is intended 
to emphasize the fact that there is a great deal of advantage to small 
business other than in our prime contract awards. In the paper which 
Cormmander Curtin and Mr. Questal have filed with you we cover 
rather thoroughly the statistics with respect to subcontracting. This 
is simply designed to emphasize some of those statistics. 


CHART 4 
NAVY PROCUREMENT GOES TO SMALL BUSINESS IN 3 WAYS 
BY PRIME CONTRACTS PLACED DIRECT 


BY SUB - CONTRACTS WITH PRIME CONTRACTS (SPOT CHECK ) 
BY SUB - CONTRACTS MADE BY SUB - CONTRACTORS 
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FISCAL YEAR 1954 (JULY -- DECEMBER) 
SMALL BUSINESS APPROXIMATE TOTAL (NEW PROCUREMENT) 


$1,005,738,500 45 - 50% 






In terms of net new procurement during this same 6 months’ period 
that we have been talking about before, we placed 19.5 percent, or $393 
mes approximately, of our total for the year, this being the total, 

2,011 million being the total, of that 19.5 percent went in direct prime 
contracts to small-business firms. 

Senator Gotpwater. Could you give us the number of firms in each 
instance ¢ 

Mr. Bannerman. I do not think I can give you the number of firms, 
Senator. We can give you the number of transactions which may 
have been more than one with an individual firm. From the earlier 
chart, this chart shows that during that period of time, and making 
up this $393 million, there were 209,000 contracts placed with small 
business. 

Senator GotpwatTer. In the first tier. 

Mr. BannerMAN. In the first tier. These are first-tier contracts on 
this job. I should not say that—not first tier; these are prime con- 
tracts. 


Senator GotpwaTer. Two hundred and nine thousand. 
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Mr. BANNERMAN. Includes purchasing orders, everything from $1 
up. 
‘We have made a rather careful check of the ratio of first-tier sub- 
contracts that have gone to small business from large-business primes; 

and these figures are based on spot checks. We cannot, of course, prove 
that this is exact, but we have reason to believe it is, and particularly it 
(allies out. Our checks seem to tally out with those of other services 
and we suspect it is about right. 

The figure that we get in making our spot check is about 21 percent 
of the large-business primes which, when reduced to a percentage of 
the total including the small-business primes, is 16.5 percent of our 
total of $2,331 million. 

Now, this we are fairly sure has gone to small business. I think we 
can assume that these figures, that these are known to have gone to 
small business, and they represent 36 percent of our total dollars 
obligated during that period. 

Senator GotpwaTerR. How many transactions were in that first-year 
subcontract? Could you give us that? 

Mr. Bannerman. No, sir; I could not. 

Commander Curtin. We have that in the paper. It is in my paper? 

Mr. Bannerman. I am sorry; I had forgotten. It would be a very 
vreat number, I am sure, because one prime contract may lead to dozens 
of subs going to small business. Beyond the first-tier subcontractors 
there is an indeterminate number of second-, third-, fourth-, fifth-, 
and sixth-tier subcontractors that goes to small business. 

Senator Fercuson. Your booklet here does not seem to show that. 

Mr. Bannerman. You mean the extent of second tier and later sub- 
contractors, Mr. Chairman? 

Senator Frercuson. Yes. I opened the booklet and the first one 
here, Kalamazoo, Borg-Warner, Ingersoll products division. They 
are the prime contractor. You only have one subcontractor under 
that, H. A. Berry. 

Mr. Bannerman. H. A. Berry is the man Borg-Warner has desig- 
nated to interview small-business men who may come. 

Senator Frrevson. This is just a digest and does not purport to 
show subcontractors. You are talking about primes. 

Mr. Focrer. This is a guide for small business to know to whom 
they should go when they want subcontractors 

Mr. BanNEeRMAN. He is the man Borg-Warner has designated as 
being the one who would interview small-business concerns that we 
might want to refer. 

Senator Ferguson. I see. It has nothing to do with your number 
of firms. That is why there would be a great number. 

Mr. BannerMan. That is right. These are the major prime con- 
tractors who have agreed to cooperate with us in this program to 
designate specific representatives to hear small-business concerns 
seeking business. 

As I was saying, when you get beyond the first tier, we are admitted- 
ly guessing. We ‘know that considerable of this business goes to small 
business; we do not know how much. We are estim: iting between 9 
and 14 percent to make up a total of approximately half of our total 
dollars which go to small-business concerns in one form or another. 
Now, beyond} the 36-percent point, we are estimating. 

Senator Fereuson. Are there any further questions? 





2 Commander Curtin’s statement appears on p. 307. 
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Senator Guerre. Mr. Chairman, I wanted to ask one question. 
Under your chart there, prime contracts awarded to small business, 
substantially 20 percent, practically one-fifth, do you have any figures 
to relate those contracts that went to small business to the practice of 
whether they were negotiated or came as a result of bids? 

Mr. BanNnerMAN. We can get those figures. I believe we may have 
them. 

Are they in your statement ? 

Commander Curtry. No, we did not have the breakdown. 

Mr. Bannerman. During the period covered in this 6 months’ pe- 
riod, perhaps I can answer your question directly. 

Senator Gitterrr. I was asking the question, of course you showed 
in your formal testimony that substantially 15 or 16 percent of the 
procurement went as a result of competitive bidding. Here you have 
shown that prime contracts going to small business, substanti: ally 20 
percent—now, that is why I was asking to relate, if there were any 
figures relating the two, how many of those small business came as 2 
result of negotiated bids?) How many of them came as a result of 
competitive bidding ¢ 

Mr. Bannerman. Of the total which went to small business during 
the first 6 months of this fiscal year? 

Senator Gmuerre. Is that the period covered by these charts? 

Mr. BannerMAN. This is from last July 1 through December. 

Senator Gruterre. The first 6 months of the fiscal year? 

Mr. Bannerman. Yes, sir. It would appear and I would like to 
have an opportunity to recheck this figure for the record afterwards— 
it appears that 51 percent of their dollars came on advertised procure- 
ment and approximately 48 percent on negotiated procurement and 
1 percent on small purchases. So it is about even up. 

Is there any further interest in this chart? 

Senator Frrcuson. Do you have anything more you want to 
present ? 

Mr. Focurr. I have a statement here, Mr. Chairman, that I hesitate 
to put in the record because I do not have at the moment the source 
of it. 

Senator Frreuson. I cannot hear you. 

Mr. Focrirr. I have a statement that I hesitate to put in the record 
because I do not at the moment have the source of it. I think it came 
from an article by a Professor Slichter, professor of economics at 
Harvard, in which he showed that the number of businesses in this 
country is continuously increasing, not only in number, but in relation 
to the popul: ition as we have more enterprises, more enterprise units 
in the country continuously in relation to our population. As I am 
not sure of the source of this information it probably should not go in. 


Senator Fercuson. Do you want to file it with the committee to be 
referred to as anonymous? 


Mr. Foater. As I feel sure of its accuracy, yes. 

In 1952, General Electric spent approximately 60 percent of its 
jet engine prime-contract dollars with 4,000 subcontractors and sup- 
pliers, more than 80 percent of which were small business. 

The Westinghouse Electric Corp. channeled more than 44 percent 
of every defense-contract dollar to subcontractors located in nearly 
every part of the country. That is in 1952. In one typical case, and 
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this is probably an extreme case to illustrate the point, subcontracts 
were let to 65 large firms and 316 small firms. One of these large 
firms sublet contracts in turn to 63 large firms and 191 small firms. 

Senator Frercuson. Of course, there is one element that we have to 
vatch under that approach, that if small firms are going to rely upon 
subcontractors, they are then at the mercy of the prime contractor 
and we are facing it now in many, many places. 

Mr. Foerer. I think that is a very sound observation. 

Senator Ferauson. We just get the example of the firm that sublets 
this contract this year and let for so ms iny thousands of dollars. They 
ire about halfway through. They will decide, we can make this 
now in our own plant. That small contractor is told that on and 
after such and such a date we do not want any more parts. Then 
he has taken upon himself to make that article. He has passed up 
other articles because he has a small shop. Then he finds himself 
n the position that he has to go out and hunt again. He hasn’t a 
thing in hisshop. What are we going to do about that? 

Mr. Foater. I really do not have the answer. I know it does exist 
and we are learning of it day by day, the tendency of the larger manu- 
facturer as the demand for his product goes down, to bring back as 
you have said into his own plant these parts. 

Senator Fereuson. Because his general civilian business has dropped 
a little, he takes it in and the small contractor has gone out on a limb 
as aspecial. It is just like the lawyer has always found when he gets 
one large client and he neglects everybody else to take care of that 
client’s business; and the client next week takes a new lawyer on and 
the lawyer has no business in his office. 

Mr. Focrer. I think it isa very real economic problem. 

Senator Frrcuson. What is the answer to all your contracting? 
Have you got an answer to that? 

Commander Curtin. Mr. Chairman, there is one thing I do want to 
bring out that in our contract negotiation, in all of our contracts over 
$5,000 we have a clause in there that states that the prime contractor 
will subcontract to small firms to the greatest extent possible. During 
the period of negotiation that is made a part of the negotiation and it 
also is a determination on whether or not the prime contractor will get 
that contract. 

Senator Ferevuson. All right, but you give him the contract and he 
is keeping this contract. At the time he let out this subcontract 
because he was manufacturing a civilian article. Now, the civilian 
article is not going very well and he says, well, I will bring it back 
intomy plant. He is not violating his contract; or is he? 

Commander Curtin. No, sir; he is not. 

Senator Frreuson. He is not violating the contract but as far as 
practical or as far as possible, he would be within his rights. 

Mr. BANNERMAN. Senator, there is no answer to your question, of 
course, that we have found so far; the only answer we know of is 
eternal vigilance in getting the maximum number of prime contracts 
in the hands of small business because those cannot be touched and 
that, of course, we are always working on. 

Senator Frrauson. You do not undertake on any of the prime con- 
tracts to suggest that the work be subcontracted to small-business 
concerns in order to keep them going? The difficulty as I see it is 
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that contracts are often given to contractors in small communities 

where there is only the one industry. It becomes a one-industry town 

because the fellow has a good subcontract. Then, bang, he loses that 
contract and that small town hasn’t any plant at all. 

Mr. Focier. I would like to make a comment, Mr. Chairman. 

Senator Fercuson. I think we ought to put something in the record 
to see whether or not there is a way of rokine this out. 

Mr. Focter. I think we ought to explore that. I would like to bring 
up one of its inherent dangers. If we do that and do not do it with 
great care, we relieve the prime contractor of his overall responsibility 
for delivering the end item in accordance with the specifications. 

Senator Frrcuson. You control the part that the small fellow would 
make. He has to make that according to specification. 

Mr. Focrer. But we divide the responsibility from 1 to possibly 3 
or possibly 4 or more. I do not mean to imply that it is not a field 
for exploration and possible improvement. 

Senator Frercuson. I wish you would give that some attention be- 
cause I think that now of all times it is one of the things that we are 
facing with our smaller cities—not small in the sense of a great num- 
ber of cities, but they are small compared to your metropolitan areas. 
They are finding that their factories are going into war orders and 
then suddenly they find themselves with no subcontracts. 

Commander Curtin. Mr. Chairman, one thing I do want to point 
out is that both the Bureau of Aeronautics and the Bureau of Ships 
have made it their special interest to determine how many of their 
prime contractors are subcontracting to small business in the first-tier 
contract; and they are constantly making spot checks. 

Now, during the months of February and March I went out and 
made a spot check with eight of the Navy prime contractors who were 
producing the major items that we are now buying. And when I 
talked with them about their subcontracting programs and policies, 
I was very much impressed with their overall subcontract operation. 
One contractor says that he will share his business on a 50-50 basis. 
Others made no indication of what their policy would be if their work 
fell off. Others felt that the subcontractors were a part of the family 
and had to be kept in being. That is the only way they could expand 
their business when their new requirements do come. I thought that 
would be of interest to you, sir. 

Senator Frrcuson. Yes. I want to also throw out one thing that 
we find ourselves in. If we are not careful, we get to dealing in figures 
and charts, percents: and the small contractor, the small-business man 
is figuring in realities. Does he get an order? Does he sell some- 
thing? Does he keep in business? Our charts only show a small 
percentage of change in dollars or in number of contracts and yet in 
10 places small industries are closed down. Yet the percentage does 
not impress us here because it is only a small percent. I think we 
have to continue vigilance on these particular points. 

Mr. Srecer. It might clear up some of the testimony where refer- 
ences have been made to some of the numbered exceptions or circum- 
stances permitting negotiation to say again that the references are to 
the Armed Services Procurement Act. 

Senator Frreuson. Of course, section 1 (c) gives the Navy Depart- 
ment, in my opinion, absolute power to negotiate all bids if you have 
got a national emergency by the President. It says, first, that all 
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purchases and contracts and supplies and services shall be made by 
diverts as provided in section 152 of this title, except that such 
purchases ‘and so forth ms iy be negotiated by the agency head without 
advertising if, one—and this is the one which we have been talking 
about—it is determined to be necessary in the public interest during 
the period of a national emergency declared by the President or by 
the Congress. 

Mr. Srecer. Yes, sir. You see, that exception has covered all, or 
practically all, negotiated procurements since the blanket determina- 
tions of December 18, 1950. 

I made a statement that even during the period 1948, the year that 
we went under the Armed Services Procurement Act, until 1950, 
there was a good percentage of negotiated procurements and neces- 
sarily so, because we were still buying large items at that time such as 
aircraft, large ship construction, and so forth; and with these other 
numbered exceptions, 2 (c) (2), through 2 (c) (16) which also per- 
mit the negotiation of contracts, as distinguished from the broad 
authority of section 2 (ec) (1) which you read, we feel that Congress 
intended in the enactment of the Armed Services Procurement Act 
that necessarily there would be a large percentage even in peacetime 
2 negotiated procurements for some of your larger items as explained 
by Mr. Fogler and Mr. Bannerman. 

(Mr. Steger introduced in the record the provisions of section 2 (c) 
of the Armed Services Procurement Act of 1947, which follow :) 





Seo. 2, ° * * 
(c) All purchases and contracts for supplies and services shall be made by 
advertising, as provided in Section 3, except that such purchases and contracts 
may be negotiated by the agency head without advertising if 

(1) determined to be necessary in the public interest during the period 
of a national emergency declared by the President or by the Congress ; 

(2) the public exigency will not admit of the delay incident to advertising ; 

(3) the aggregate amount involved does not exceed $1,000; 

(4) for personal or professional services ; 

(5) for any service to be rendered by any university, college, or other 
educational institution ; 

(6) the supplies or services are to be procured and used outside the limits 
of the United States and its possessions ; 

(7) for medicines or medical supplies; 

(8) for supplies purchased for authorized resale; 

(9) for perishable subsistence supplies ; 

(10) for supplies or services for which it is impracticable to secure 
competition ; 

(11) the agency head determines that the purchase or contract is for 
experimental, developmental, or research work, or for the manufacture or 
furnishing of supplies for experimentation, development, research, or test: 
Provided, That beginning six months after the effective date of this Act and 
at the end of each six-month period thereafter, there shall be furnished to 
the Congress a report setting forth the name of each contractor with whom 
a contract has been entered into pursuant to this subsection (11) since the 
date of the last such report, the amount of the contract, and, with due con 
sideration given to the national security, a description of the work required 
to be performed thereunder ; 

(12) for supplies or services as to which the agency head determines that 
the character, ingredients, or components thereof are such that the purchase 
or contract should not be publicly disclosed ; 

(13) for equipment which the agency head determines to be technical 
equipment, and as to which he determines that the procurement thereof 

without advertising is necessary in order to assure standardization of equip- 
ment and interchangeability of parts and that such standardization and 
interchangeability is necessary in the public interest ; 
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(14) for supplies of a technical or specialized nature requiring a sub- 
stantial initial investment or an extended period of preparation for manu- 
facture, as determined by the agency head, when he determines that adver 
tising and competitive bidding may require duplication of investment or 
preparation already made, or will unduly delay procurement of such 
supplies ; 

(15) for supplies or services as to which the agency head determines that 
the bid prices after advertising therefor are not reasonable or have not 
been independently arrived at in open competition: Provided, That no 
negotiated purchase or contract may be entered into under this paragraph 
after the rejection of all bids received unless (A) notification of the intention 
to negotiate and reasonable opportunity to negotiate shall have been given 
by the agency head to each responsible bidder, (B) the negotiated price is 
lower than the lowest rejected bid price of a responsible bidder, as deter- 
mined by the agency head, and (C) such negotiated price is the lowest 
negotiated price offered by any responsible supplier 

(16) the agency head determines that it is in the interest of the national 
defense that any plant, mine, or facility or any producer, manufacturer, or 
other supplier be made or kept available for furnishing supplies or services in 
the event of a national emergency, or that the interest either of industrial 
mobilization in case of such an emergency, or of the national defense in 
maintaining active engineering, research and development, are otherwise 
subserved: Provided, That beginning six months after the effective date 
of this Act and at the end of each six-month period thereafter, there shall 
be furnished to the Congress a report setting forth the name of each con- 
tractor with whom a contract has been entered into pursuant to this sub- 
section (16) since the date of the last such report, the amount of the 
contract, and, with due consideration given to the national security, a 
description of the work required to be performed thereunder; or 

(17) otherwise authorized by law. 


Senator Fereuson. Counsel has some questions. 

Mr. Forsyrne. In your report to the committee, you take up the 
criteria the Navy uses for determining what articles are used for 
small businesses or what procurements are suitable. 

Now, as I read it, going through it, these are the criteria: No. 1, you 
consider the nature of the items on every procurement. 

Mr. QurstaL. That is correct. 

Mr. Forsyrur. You ask that the firm have requisite technical com- 
petence to produce the article, and do small firms have adequate 
facilities; do small firms have available capacity; and can small firms 
meet delivery requirements; and do small firms have financial re- 
sources necessary to carry out the procurement? I gather that when 
you line up these six criteria, so to speak, you do it for every procure- 
ment; is that right? 

Mr. QuestaL. That is correct. Every procurement over $10,000. 

Mr. Forsyruer. Over $10,000. 

Now, as a matter of practice, how does it work? How, for instance, 
do you determine that for the procurement that you are having today 
for, we will say, 1 million articles, how do you determine whether there 
are small firms that have or have not adequate facilities or available 
capacity or delivery requirements? It seems to me that would be a 
tremendous job to check all that. 

Mr. Questa. I do not think it would be a tremendous job in view 
of the fact that the small-business specialist is very familiar with past 
procurements of Navy material. He has a pretty good general ide: 
of the average length of time it will take a small-business concern to 
produce a given item. 

Now, if in reviewing the particular procurement he makes a tenta- 
tive determination that the delivery schedule is such that it will not 
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vermit a small-business concern to compete, he will then consult with 
the contracting officer and with the technical people to see whether 
his preliminary determination is correct. 

Mr. Forsyrue. I still do not see how that is going to get down 
o the practical basis of determining whether a company in Michigan 

- Minnesota or Louisiana or Ohio can make that particular article. 
Don’ t you run the chance of using that criteria of missing some small 
business firms that might te” 

Mr. QursTat. There is also that possibility. 

Mr. Forsyrne. What you are doing is running a preaward survey— 
those factors you look for in a pre award survey before you even get 
lown to determining whether the article is suitable or unsuitable for 
small business; is that not so? 

Senator Fercusun. You can catch yourself. In the past, only big 
business has done it. Therefore, you say, only big business can do 
t—if you are not careful. 

Mr. Questa. Let me answer that question, Mr. Chairman, by 
saying this: If the small-business specialist makes a preliminary de- 
termination that the particular procurement is unsuitable and we do 
n fact receive a legitimate bid from a small concern that preliminary 
determination of unsuitable is immediately changed to suitable. That 
does not happen very often. 

Senator Frrauson. These specialists do that as their job? Are 
they only dealing in their respective fields in relation to small 
business ? 

Mr. Quesrau. That is correct. They are concerned with items 
purchased by the particular activity to which they are assigned. 

Mr. BanNerman. Which may be nationwide, Mr. Chairman. You 
may have in a major technical bureau in Washington such as the 
Bureau of Aeronautics a small-business specialist who is dealing in 
certain classes of commodities on a nationwide basis respecting “the 
same class of commodity. 

I would like to say just one more thing and that is in answer to Mr. 
Forsythe’s question in part. I think that the vast preponderance of 
items which have ever been awarded to small-business concerns are 
almost automatically considered suitable. That in itself takes care 
of the good part of the workload right there. 

Mr. Forsyrur. Do you feel that criteria you are using gives you 
an accurate picture of what percentage of awards you are giving to 
small business of that potential ? 

Mr. QurestaL. Yes; we do. 

Mr. Forsytuer. The question was raised the other day as to whether 
we should continue to use this word “suitable.” I discussed that with 
you gentlemen the other day. Have you got any thoughts on that 
since our conversation ? 

Mr. Qurstau. I think it is agreed to substitute the word “potential” 
for “suitable,” particularly since the term “suitable” has been misin- 
terpreted by some people as indicating that small business is excluded 
from competing for a particular proc urement. That definite ly is not 
our intention or our practice. 

Senator Fercuson. What would you use? 

Mr. Questa. Small-business potential. 

Mr. Footer. “Small-business capability” might be a more descrip- 
tive term. 
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Mr. Bannerman. Mr. Chairman, as I understand the discussion 
here, the reason for wanting to change the word “suitable” is that the 


feeling has cropped up in some quarters that anything that we consider 
not suitable is not available. 


Senator Fercuson. “Suitable” means an exclusion. 

Mr. Bannerman. It does not, of course, in practice. The feeling 
be is grown up. I will be frank to say I do not know of a better word 

ra ‘simple way to overcome that objection. 

Mr. Footer. We have a statistical difficulty in connection with all 
of our material because the technical definition of small business is a 
business that employs up to 500 people. They, are continuously 
changing, particularly in a period of increasing procurement from 
below 500 to above the 500 mark. 

Senator Frreuson. I realize that. If a man lays off 50 people, 
he may be in the small-business bracket. 

Mr. Foerer. If he had 525 and lays off 50, he is technically small 
business. 

Senator Frrcuson. If he hires 10 people, he may be big business. 

Mr. Foorer. That is a statistical difficulty in interpreting some of 
our figures. 

Senator Frreuson. I think if we can get small business to under- 
stand what the word “suitable” means and underscore the meaning 
of it, he will soon come to the conclusion that it is not an absolute 
and—— 

Mr. Forsyrne. On page 5 of your statement, Mr. Questal, you say 
that the Navy contracting officers cooperate fully with the Small 
Business Administration and do not oppose joint determination 
initiated by the Small Business Administration representatives solely 
on the grounds that—and then you state that a large percentage of 
previous procurements have been placed with sm: all business, that 
the item to be purchased is on the qualified-products list or is available 
from only one known source. 

Are there any other grounds upon which you oppose joint deter- 
mination? The word “solely” suggests an inference there that there 
might be other grounds. What are those grounds? 

Mr. Quesrat. I think one of the most important grounds would be 
the fact that there are not a sufficient number of small concerns avail- 
able to afford adequate competition on the particular procurement and 
thereby assure the Government a fair price for the item it desires to 
procure, 

A joint determination would also be opposed if such action would 
completely exclude a large planned producer who is participating in 
the Navy industrial mobilization planning program. Another basis 
for objecting to a joint determination initié iated by the Small Business 
Administration would be the fact that such determination would 

completely exclude a large concern which has expended considerable 
money and time in getting its product placed on a qualified-products 
list. 
I think those are the primary reasons for resisting a joint determina- 
tion. 

Mr. Focrrr. There is a factor in a limited number of cases with 
which I have been concerned where I think we made a mistake in 
making a contract with small business for a product that the company 
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lad not previously made; and a product that was not closely related 
one that they had previously made. This has led to very great 
difficulty to the business organization itself, even in some cases bank- 

iptey. In addition, it is difficult from the standpoint of the procure- 

ent, frequently causing nondelivery. We do want to be alert to 
this problem. We want to benefit small business and not to handicap 
. 


STATEMENT OF COMDR. NEALE W. CURTIN (SC), USN, HEAD OF 
SMALL BUSINESS-INDUSTRY COOPERATION BRANCH, PROCURE- 
MENT DIVISION, OFFICE OF NAVAL MATERIAL 


Commander Curtin. My statement deals with four major aspects 
of the Navy small-business program. These are the composition and 
functions of the Navy small-business organization, the dissemination 
of procurement information to small firms, the use of formal adver- 
tisement and negotiation in Navy procurement, and the subcontract- 

ng policies and progr ams of the Navy and its major prime contractors. 

For some time the Navy has had an organized team of small-business 
specialists and industry cooperation oflicers. Small-business special- 
sts have been assigned to each major Navy purchasing activity. 
These specialists are responsible for the development and implemen- 
tation of a positive program of assistance to small business. Within 
the purchasing activity they act as a focal point for small-business 

nquiries and give advice on current procurement. They disseminate 
procurement information to Navy field-inspection offices and Small 
Business Administration regional offices. Small-business specialists 
screen proposed procurements to ascertain their suitability for place- 
ment with small business and, in appropriate instances, may recom- 
mend awards of suitable contracts to small firms. ‘The small-business 
specialist is appointed by the head of the purchasing activity and is 
directly responsible to him for the performance of his duties. 

The Navy’s 25 industry cooperation officers are located throughout 
the United States in the offices of inspectors of naval material. "They 
are responsible for certain small-business functions requiring per form- 
ance outside of the purchasing activity. They assist sm: ull firms on 
problems arising during the performance of contracts such as finane- 
ing, inspection, and payments, and they maintain lists of local sub- 
contract opportunities for small business. Industry cooperation offi- 
cers provide guidance to small firms on Navy procurement procedures 
and locate additional qualified small concerns capable of participating 

in current procurements. 

Information on proposed Navy procurements is given widespread 
publicity to secure maximum participation of small ‘firms throughout 
the country. In accordance with a recent agreement made with the 
Small Business Administration, Navy small-business specialists are 
currently forwarding to the 14 regional offices of the Small Business 
Administration proposed unclassified procurements in those instances 
where additional small-business participation is deemed desirable. 
The Small Business Administration regional offices, in turn, make sach 
invitations and requests for proposal, together with necessary supple- 
mental information, available for review ‘by small firms in their respec- 
tive area. Upon request of the Small Business Administration or any 
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interested private concern, additional bid sets are immediately for- 
warded by the appropriate purchasing activity. 

Widespread publicity of Navy procurement is also accomplished 
through a listing in the Department of Commerce Synopsis of United 
States Government Proposed Procurements and Contract Awards 
of unclassified proposed procurements in excess of $10,000 and un- 
classified contract awards over $25,000. Firms requesting bid-sets as a 
result of listings noted in the synopsis receive such sets, as a general 


rule, no later than 2 to 3 days after receipt of the request “by the 


appropriate purchasing activity. The synopsis is made available to 
all local a of commerce, banks, and other similar institu- 
tions, or may be obtained directly by small firms through subserip- 
tion of the United States Department of Commerce. 

It is the expressed policy of the Navy to use the formal advertising 
method of procurement to the maximum practicable extent. Formal 
advertising is practicable when there are an adequate number of 
competent suppliers interested and able to compete, no one supplier 
clearly has a major competitive advantage, definitive and final speci- 
fications are availab le and we are not seeking improvement in the 
military characteristics of the product during performance, there is no 
military reason for aw: andian on any basis other than price competi- 
tion and, the urgency is not such as to preclude the time expenditure 
involved in formal advertising. Under these circumstances formal 
advertising is likely to produce an acceptable product at reasonable 
cost. It will be readily seen that these circumstances are also 
those which are most favorable to small-business participation. It 
should not be concluded that advertising as such favors small business 
but only that items suitable for small business are also likely to be 
suitable for advertisement. 

When any of the above-mentioned conditions do not exist, it be- 
comes necessary to negotiate contracts. It should not be assumed 
that the process of negotiation excludes small business, or excludes 
competition. ‘The normal unclassified negotiation is publicized in 
advance, competitive Quotations are encouraged and the results are 
made known publicly. Actually a substantial proportion of our ne- 
gotiated procurements is highly competitive. Where the specification 
cannot be made fully, precise, and final, as when we want to encour- 
age and evaluate design advances, research, or development; where the 
competitive situation is such as not to furnish assurance of equitable 
pricing without price review and negotiation; or where for military 
or industrial preparedness reasons it is essential, under adequate safe- 
guards, to obtain the product of a single manufacturer, the Govern- 
ment can obtain contract prices, terms, and conditions which are more 
to its interest and more equitable through negotiation. 

During a period of national emergency the percentage of the Navy’s 
procurement dollar placed through negotiated contracts necessarily 
increases. This increase stems from the changing nature of the 
things we buy during such a period of emergency. Inevitably at such 
times we greatly increase the percent age of aircraft, aircr aft engines, 
ships, large electronic systems, and major ordnance items, all of im- 
proving designs. We rarely have precise specifications suitable for 
advertising such items and normally the available competition is not 
such as to provide any assurance that an initial fixed price quotation 
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ould be equitable. Such items can only be negotiated and most 

frequently cannot be produced by small business. 

Small business does receive a relatively higher share of “suitable” 
procurements placed through formal advertising as compared to those 

arded through negotiation. Whereas practically all suitable ad- 
ertised procurement are placed with small business, and more than 
two-thirds of all suitable procurements let through negotiation have 
gone to small firms. In view of the gradual return to a peacetime 
economy, it is anticipated that an increasing percentage of the Navy’s 
procurements will be placed through formal advertising. 

_ Navy small-business specialists review all proposed procurements 
irefully to insure that negotiation is not used as a method of pro- 
irement when conditions favoring formal advertisement prevail. 

In those instances where a contracting officer does not concur with a 

commendation made by a small-business specialist that a proposed 
procurement should be formally advertised, the specialist may appeal 
such decision to the head of the procuring activity. 

In encouraging and assisting small firms to compete for Navy pro- 
urement, it 1s important to note that a considerable portion of our 
procurement involves items such as ships, planes, and other types of 

‘avy equipment which in general are not suitable for production in 
small plants. Small business does, however, contribute in large meas- 
ure to the manufacture of these end items by acting as a subcontrac- 
tor and producing thousands of subcomponents that are assembled 
nto the finished products. 

The Department of the Navy has continuously and actively pursued 

policy of encouraging maximum subcontracting to small firms by 


major prime contractors. 
It is the general practice in the Navy to include in all contracts 
exceeding $5,000 a contract clause, entitled, “Utilization of Small- 


Business Concerns,” which reads as follows: 








(A) It is the policy of the Government as declared by the Congress to bring 
about the greatest utilization of small-business concerns which is consistent with 


efficient production. 
(B) The contractor agrees to accomplish the maximum amount of subcontrac- 


ting to small business which is consistent with the efficient performance of this 
contract. 

Through the subcontract programs of major Navy prime contrac- 
tors numerous small-business firms who are unable to qualify for a 
Navy prime contract are given an opportunity to participate in Navy 
procurement. At the 1953 Senate Select Committee on Small Busi- 
ness hearings, reference was made to the Navy’s subcontract program, 
the publication entitled “Selling to Navy Prime Contractors,” the 
Navy’s industry-cooperation program, and a study showing the extent 
to which major Navy prime contractors were subcontracting to small 
business. 

In March 1954 the Navy revised and expanded its publication Sell- 
ing to Navy Prime Contractors to include a total listing of 299 major 
prime contractors, located in 36 different States, who in a spirit of 
cooperation have accepted the responsibility of subcontracting to 
small business to the maximum extent practicable. The executives 
of these companies have appointed officials at the operating level who 
can be solicited directly by potential subcontractors. The previous 
edition of this publication contained a total listing of only 154 large 
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businesses which were located in 32 different States. The revised 
publication includes the following sections: Introduction; A Message 
Irom the Secretary of the Navy; Part 1; Where to Look for Subcon- 
tract Opportunities; Part 2: Analyzing Your Facilities; Part 3: Data 
To Be Submitted to Prime Contractors; Part 4: Performing the Sub- 
contract; Part 5: Summary; Part 6: Alphabetical Listing of Prime 
Contractors; Part 7: Listing of States of Prime Contractor Subcon- 
tract Representatives. 

This revised publication is now ready for distribution and will be 
made available to small firms through the Office of Naval Material, 
major Navy purchasing activities, and the offices of Inspector of 
Naval Material throughout the country. The publication is also 
for sale at the Government Printing Office at 25 cents a copy. In 
the past year, this publication has been widely used and commended 
by small-business firms seeking subcontract work. 

Due to a gradual return to a more nearly peacetime economy there 
has been a significant reduction in the volume of Navy procurement 
and the number of naval personnel. This has had its effect on the 
Navy’s industry-cooperation program staffing, but not on the overall 
Navy policy of assisting small business. In January 1953 industry 
cooperation officers were assigned to the 13 regional offices of the 
Small Business Administration to serve as a focal point for receipt 
of procurement information from Navy purchasing activities and to 
answer small-business inquiries regarding the Navy procurement 
program. Personnel reductions, however necessitated the transfer of 
these industry cooperation officers in October 1953 to the nearest Navy 
Office of Inspector of Naval Material. However, the small-business 
specialists located in major Navy purchasing activities have con- 
tinued to forward direct to the Small Business Administration 
regional offices those procurements valued at $10,000 and above for 
which additional small-business participation was deemed desirable. 

Enclosure one, which was prepared and distributed by the Super- 
vising Inspector of Naval Material, New York, contains instructions 
for the Navy’s revised industry cooperation program. This enclosure 
is presented for the committee’s review and covers guidelines for the 
performance of industry cooperation duties and calls for cooperation 
with the Small Business Administration in jointly assisting small 
business. Emphasis is placed on providing subcontract opportunities 
to small firms. 

(The document referred to is as follows :) 


DEPARTMENT OF THE NAVY 


Supervising Inspector of Naval Material SINM 4251.4 
= S7C: EJC: esj 
250 Hudson Street 22 March 1954 


New York 13, N. Y. 


SUPINSMAT NEW YORK INSTRUCTION 4251.4 
From: Supervising Inspector of Naval Material, New York. 
To: All Activities, Supervising Inspector of Naval Material, New York District. 
Subj: Industry Cooperation Program, revision of 
Ref: (a) ONM Notice 4251, of 9 Sep 1953 
(b) NCPD 34-54 of 17 Nov 1953 
Encl: (1) Guide Lines for Assisting Small Business Interested in Producing 
for the Navy. 

1. Purpose. The purpose of this INSTRUCTION is to advise addressees of 

their responsibilities with respect to the Industry Cooperation Program. 
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Cancellation. Supervising Inspector of Naval Material, New York, Instruc- 
on 4251.2 of 24 December 1952 is canceled. 

3. General. Reference (a) canceled Office of Naval Material Instruction 
{251.12 which established the Resident Industry Cooperation Officer at the Small 
Defense Plants Administration offices. “In the interest of continued coopera- 
tion With Small Business Administration and maximum utilization of existing 

cilities for the assistance of small business, it is considered desirable that 
Navy procurement information, formerly furnished SBA through the Navy’s 
resident Industry Cooperation Officers, now be furnished directly to SBA”, is 
quoted from reference (b), paragraph 2. 

{. Procedure. In accordance with reference (b), paargraph 2, quote, “The 
Industry Cooperation Officers, now performing small-business functions on a 
part-time basis within the offices of the Inspectors and Assistant Inspectors of 
Naval Material, will serve as local points of contact for SBA offices in general 
matters concerning Navy procurement and small-business procedures, but will 
not participate directly in subject program.” Enclosure (1) may be used by 
ddressees as a “Guide Line” in performing the small-business functions of the 
Industry Cooperation Program. 

T. E. Key, 


GUIDELINES FOR ASSISTING SMALL BUSINESS INTERESTED IN PRODUCING FOR THE 
NAVY 


1. Cognizant Navy material inspection offices will facilitate aid to small 
business in cooperation with all activities interested in Navy production. The 
degree of cooperation is clearly defined in Chapter 1, articles 2-903 and 
}-501 of “Instructions for Supervising Inspectors of Naval Material and Inspec- 
tors of Naval Material (NAVEXOS P-866). 

2. The “Guidelines” are intended to assist the Production Director at the 
cognizant inspection office in the performance of his duties and efforts toward 
cooperation with the Small Business Administration to aid small business. 
Duties which are the responsibility of the Small Business Administration will not 
be assumed by the Navy specialist, although some implementing actions will in 
effect parallel those of the Industry Cooperation Officer. The basic consideration 
of cognizant inspection offices will be to furnish procurement information and as- 
sistance, as required by Navy contracting offices and to qualify small-business 
concerns as potential suppliers of present and future Navy purchases. 

a. Technical assistance will be furnished as appropriate at the request of 
the Small Business Administration or small-business concerns. The technical 
assistance, required, is as follows, namely: drawings and specifications for a 
specific procurement; technical phases of the contract, such as: procedures, 
lead time, delivery schedules, packaging, use of Government furnished equip- 
ment materials, progress payments, delinquent payments, etc.; data requested 
by the Small Business Administration on firms listed in the Dun & Bradstreet 
and Thomas Register; evaluation of prebid surveys which may have a direct 
bearing on issuance by the Small Business Administration of Certificates of 
Competency ; evaluation of past performances of the suppliers being considered, 
when such information has a direct bearing on present or future production for 
the Navy. 

(1) When drawings or specifications relative to a specific procurement are 
requested by the Small Business Administration or small business concerns, the 
cognizant inspection office will review local files or library to determine the 
availability for distribution. If the publications desired cannot be furnished 
Jocally, a request will be made directly to the cognizant Navy procurement ac- 
tivity for supply. Care will be exercised to assure that requests, as necessary, are 
directed to the proper procurement office at all times. Specifications may be ob- 
tained from the U. 8S. Naval Supply Depot, Scotia 2, New York. Federal speci- 
fications can be obtained in limited quantities from the nearest General Services 
Administration office. Requests referred to other sources should be forwarded 
via air mail; when warranted, faster means may be used (teletype or speed- 
letters). A follow-up of each request will be made and the originator will be 
kept informed of the action taken. The drawings and specifications made avail- 
able for inspection by small concerns and the Small Business Administration 
will be used for reference purposes only unless free distribution is authorized. 
Surplus drawings or specifications will be filed in the local inspection office li- 
brary for future reference. 


46619—54 21 
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(2) The Industry Cooperation Officer will counsel with small concerns referred 
to the Material Inspection Service offices by the Small Business Administration 
or other offices of the government on technical phases of Navy procurements. 
As above, drawings and specifications will be obtained for specific procurements 
and an attempt made to evaluate problems. Adjustments or requests for devia- 
tion from contract specifications will be referred to the contracting officer at the 
cognizant procuring activity. Review bid invitations with prospective suppliers 
to point out pertinent information requiring careful consideration before sub- 
mitting a bid. Potential suppliers must be cautioned to take into consideration, 
before bidding, such items as: method of production, packaging, quantities, 
materials to be used, rate of delivery, lead time, method of delivery, shipping 
destinations, whether government furnished materials (GFM) or machinery 
(GFE) is to be used, patent data, preproduction samples, inspection procedures, 
udequancy of manufacturing facilities, security status, financial ability, method 
of payment, etc. Navy procurement procedure must be thoroughly explained to 
potential suppliers and completion of forms DD 558-1 and Federal Form 129 
will be subscribed in all cases. 

(3) At the request of the Small Business Administration or other government 
offices, data listed in the Dun & Bradstreet Manual and the Thomas Register 
will be furnished if these publications are available. However, the originators 
of requests for such data will be advised of the desirability of making requests 
of this nature direct to the publishers. It will be pointed out that the publisher 
will furnish more complete and detailed reports. The information contained 
in these manuals consists of business ratings, relative dollar worth, and allowable 
credit 

(4) Evaluate unfavorable prebid surveys on firms being considered for Cer- 
tificates of Competency by the Small Business Administration and make this 
information available to the Small Business Administration, as permitted, with- 
out prejudice to the business firm, but for the best interests of the government. 
Additional information will be obtained from local files. A file as complete as 
possible will be kept on every firm desiring services directly or brought to local 
attention by referral rhis file will be maintained at each inspection office 
by the Industry Cooperation Officer. 

(5) Evaluate the past performances of potential suppliers of presently pro- 
posed procurements. An examination of the inspection office files, will be made, 
to determine whether the concern has performed for the Navy either as a prime 
or subcontractor, and whether the firm performed favorably or unfavorably. A 
complete study of a potential Navy supplier’s methods of operation is very 
essential, namely: 

(a) Did they maintain delivery schedules? 

(b) Are they financially sound (based on specific procurement require- 

ment) ? 

(c) What is their limit of credit? 

(d) Do they manufacture civilian goods? 

(e) Are military and civilian manufacturing operations separated? 

(f) Are they producing for any other government agencies? 
(¢) Have they produced for other government agencies? 
(h) Do they have a critical specialty or know-how? 
(i) Do they have security clearance? 

(j) Can the plant be adapted for security work? 

(k) Is the concern a company, corporation, or individually controlled? 

(1) Do they understand Navy procedure? 

(m) Will they subcontract if awarded a prime contract, and in what 

proportion? 

(n} When can they start production? 

(o) When will they commence delivery and will it meet requirements? 

(p) Are they equipped for research and development, etc.? 
Numerous other questions may be noted depending upon the nature of the problem 
involved and the varied circumstances of the individual companies. The pos- 
session of as much data as possible along these lines will make possible a better 
evaluation and assistance to second and third parties, and hence better decisions. 
Analysis all information must be done carefully and wisely, especially if it 
has or will have a direct bearing on Navy production whether in prime or 
subcontracting. 

b. Furnish prime contracting assistance and information, as appropriate, by 
interview with potential suppliers and supplying them with various publications 
and forms. On many occasions it will be necessary to advise and assist small- 
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isiness specialists of the Small Business Administration on various items rela- 

ve to production for the Navy. To perform this function, it is advisable to have 
he necessary reference material on hand and a knowledge of reference sources. 

(1) Potential suppliers for the Navy must be educated on correct procedures 

“How To Sell to the Department of Defense.” Such instruction can be 
furnished to a business firm by direct contact with Material Inspection Offices, 
eferring the firm to cognizant procurement offices, or by referral to other gov- 
ernment offices established to assist small-business firms. Pamphlets, “How To 
Sell to the Department of Defense” and “Purchased Items and Purchasing Loca- 
tions of the Department of Defense” are supplied by procurement offices of the 
Navy. Requests for these pamphlets should be referred to the cognizant Navy 
office for action. Material inspection offices can be helpful by supplying direc- 
tories of Navy procurement offices, Navy small-business specialists, Navy inspec- 
ion offices, ete. Pamphlets listed above will be kept on file at Material inspec- 
tion offices for reference purposes only. 

(2) Furnish the Small Business Administration and small-business firms with 
pertinent information on Navy procurements, bidders lists, mailing lists, negoti- 
ited bids, etc., and procedures thereof. Information requested on a specific Navy 
procurement, or when unusual circumstances evolve around any procurement, 
will be referred to the cognizant procurement office buyer or small-business spe- 
cialist, as the case may be, for resolution. In any event the information given 
ust be correct and secured with least possible delay. The lack of readily avail- 
ble information should never result in failure to reply to requests ; every problem 
1as a solution. As necessary, refer requests for information to cognizant activi- 
ies for reply. Example: “A contractor complains to Small Business Adminis- 
ration that he has not. received prompt payment on material delivered to the 
Navy, and unless he is paid without further delay he will be forced to close his 
plant.” As seen, this situation is potentially very serious, not only from the 
standpoint that the firm may be forced out of business, but also the flow of 
materials being manufactured by this firm vital to the Navy for defense would be 
stopped. <A problem of this nature will be immediately referred to the contract- 
ng officer for action. In the meantime an analysis of the contractor’s situation 
vill be made to determine whether or not he is directly responsible. Cognizant 
Navy activities will always be informed of complaints for appropriate reply or 
action, 

(3) When requested furnish assistance to the Small Business Administra- 
tion and small concerns on matters related to special skills, materials, knowledge, 
etc., as May apply to Navy procurement or procedures. Firms recommended 

the Small Business Administration as potential suppliers will supply bro- 
chures and a description of their specialty. In addition, they will complete 
forms DD 558-1 and Federal Form 129. Such data will then be forwarded 
to the Navy Procurement Office interested in new sources of special skills, ete. 
Requests from prime contractors for the above sources, as subcontractors, 
can receive favorable reply if proper services are performed. Procurement 
nformation furnished as required is a vital link in our defense program whether 
for the prime contractor or the subcontractor. 

(4) At times the Small Business Administration will recommend a firm 
is a potential supplier for a specific item and may request the local inspection 
office to forward such recommendation to the cognizant Navy procurement 
office for action, namely, to obtain for the business firm such bid invitations, 
drawings and specifications as are required for bidding purposes. On receipt 
of such requests they should be forwarded without delay, regardless of a firm's 
previous record as a producer for the Navy. However, to assist the procure- 
ment office appropriate comment may be made (and is desirable) along with 
pertinent data on the firm’s current capitalization and number of persons em- 
ployed. As soon as possible, after forwarding such requests, the recommended 
firms will be requested to complete and forward forms DD 558-1 and 129 to 
the cognizant procurement office. On request by the Small Business Admin- 
istration a Navy representative will visit the plant of a potential supplier. 
Such visits shall be made subject to existing directives or policies only to obtain 
basic first hand information which may be helpful to the Navy. Careful and 
precise follow-ups of all requests are a must. Activities or individuals initiat- 
ing requests will be kept advised of progress as made and with requests for 
information furnish the sources with helpful assistance. As an example: errors 
in lead time, excessively long delivery periods, quantities, packaging instructions, 
ete., sometimes exist in proposed procurements without the buying office being 
aware of them. When a firm is recommended as a potential supplier for a 
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specific procurement, the cognizant Navy office will be advised as to the number 
of persons they employ and the extent of their capitalization, this information 
being obtained through personal visits to the plant, a review of local inspection 
office files, a check with the firm’s bank, and by referral to Dun & Bradstreet 
for a report. 

(5) Consult with and advise potential suppliers on specific purchases by the 
Navy or potential items of their capabilities. Under local Navy guidance the 
supplier will review the procurement manual, select the items he can produce, 
locate the activity or activities making these purchases, and complete forms DD 
558-1 and 129 for each buying office. A comparison of the supplier’s ability to 
produce a specific item with what he is already producing will be made by care- 
ful study of appropriate drawings and specifications with the view in mind to 
aid him in submitting intelligent bids. When security clearance is required, 
the firm will be referred to the cognizant security officer for appropriate action. 
brochures and list of facilities will be obtained for information purposes. 
Suppliers will be advised on Navy Procurement procedures and given whatever 
assistance may be required to qualify them as suppliers for the Navy. A sug- 
gested reference for guiding these firms are the pamphlets, “How To Sell to 
the Department of Defense” and “Purchased Items and Purchasing Locations 
of the Department of Defense.” 

(6) Small-business firms seeking business loans will be referred to the 
cognizant Small Business Administration office. Qualification of firms eligible 
for loans is determined by established regulations. In event of financial prob- 
lems affecting performance of a specific contract in production, or one recently 
awarded, and involving the Navy, they will be referred to the contracting office 
affected. 

(7) Requests for machine tools, test equipment, samples, critical materials, 
government furnished equipment and materials, special materials, patent in- 
formation, ete., will be referred to appropriate procurement activity who, in 
turn, will refer the prospective supplier to the location where the desired assist- 
ance can be obtained. The use of government furnished materials or equip- 
ment is specified in the contract. The procurement office involved will sup- 
ply whatever assistance is required by the contracting firm. Patent informa- 
tion, when involved, will be handled through the contracting office. Request 
for such information will be referred to the office affected. 

(8) Disseminate procurement information obtained from purchasing activi- 
ties which has not been made available to the Small Business Administration, 
such as invitations to bid, bid briefs, requests for proposals, etc., for further dis- 
semination by the Small Business Administration to qualified business firms. 
The responsibility for dissemination of information to the Small Business Ad- 
ministration will be limited to the inspection office located in the immediate area 
of the representative Small Business Administration office, thus duplication 
will be avoided. Dissemination of procurement information to small-business 
firms is the function of the Small Business Administration. 

(9) Furnish the Small Business Administration and business firms names 
of business specialists of each Navy procurement activity, including the address, 
room number and telephone. 

ce. Security clearance assistance to the Small Business Administration and 
small-business firms will be furnished by the cognizant inspection office. 

(1) Cases referred, regardless of source, to the local inspection office will be 
handled and expedited completely by the Navy representative as appropriate. 
Security clearance procedure will be explained and then referred to the cognizant 
security officer for disposition. Subcontractors requesting security clearances 
directly or via the Small Business Administration will be advised to make 
requests through their prime contractors. 

(2) Facility and personnel security clearance requests will be referred to 
cognizant security officer. 

(3) Small Business Administration on request will be advised on specific pro- 
cedures for security clearance requirements through reference, direct, to the 
security officer or by appropriate reply based on consultation with the security 
officer. Matters involving security will be decided by the cognizant security 
officer only. 

d. Subcontracting as a vital link to all prime contracting is without question 
of considerable importance. Assistance furnished by inspection offices in coop- 
eration with the Small Business Administration will assure that only competent 
and qualified subcontractors will be selected. 
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(1) The Small Business Administration will be supplied with names of Navy 
prime contractors who utilize and require additional subcontracting sources. 

(2) Small Business Administration will be furnished at regular intervals with 
lists of existing subcontracting opportunities. 

(3) Visit potential subcontractors’ plants with Small Business Administration 
representatives on an available basis when there is a possibility that the firm 
will be recommended as a Navy supplier. These visits will be used as a 
means of evaluating the ability of firm to function for Navy prime contractors 
as a subcontractor. 

(4) Maintain a local file of subcontractors’ names recommended as qualified 
for referral to interested prime Navy producers. 

(5) Subcontractors will be furnished information and other requirements basic 
to Navy production as appropriate. 

e. General: 

(1) Inspection offices will handle complaints, requests, security, etc., as referred 
by Small Business Administration or other agencies, and based on requirements 
further referral will be made to cognizant Navy activities. 

(2) The inspection office nearest the Small Business Administration regional 
office will have representation at meetings and special conferences to consult with 
small-business specialists of other government agencies on mutual problems 
and Navy procedures as they affect small business; thus, to make it possible for 
the small firm to do business with the Navy with full understanding of its 
obligations. Cooperation in this manner will educate concerns in all phases of 
procurement and assure the Navy an adequate supply of qualified sources of 
purchase. 

(3) Cognizant Navy procurement offices are responsible for providing procure- 
ment information for government agencies set up to aid small business, and 
small-business firms. 

f. The following references are suggested: 

(1) Instructions for Supervising Inspectors of Naval Material and Inspectors 
of Naval Material (NAVEXOS P-866). 

(2) Navy Contract Law. 

(83) Government Procurement Manual. 

(4) Security of Navy NCPD’s, 40-51, 48-51, 68-51 and 41-53. 

(5) Office of Naval Material Notices. 

(a) 4251 of 9 September 1953. 
(6) Office of Naval Material Letters. 
(a) Dated 7 June 1951, L7/2/L4-38/2. 
(b) Dated 30 July 1951, L7/2/M57—JTC. 
(c) Dated 27 August 1951, L4/7-M57-HTP/M11-AHL, 
(7) Bureau of Supplies and Accounts Instructions. 
(a) 4200.9 of 9 June 1952. 
(8) Pamphlets. 
(a) How to Sell to the Department of Defense. 
(b) Purchased Items and Purchasing Locations of the Department of 
Defense. 
(c) Selling to Navy Prime Contractors. 

(9) Directory of Military Purchasing Offices. 

(10) Directory of Material Inspection Offices (cognizant area). 

(11) Directory of Navy Procurement Offices of the Navy. 

(12) Government Loans to Defense Plants. 

(18) Armed Services Procurement Regulations. 

(14) Navy Procurement Directives. 

(15) Military and Federal Specifications. 

(16) Small Business Administration’s Small Business Program and Objectives. 

(17) Navy Procurement Policies and Procedures Relative to Small Business 
Representatives located at Navy Procurement Office. 

(18) Policy Governing the Relations Between the Department of Defense and 
the Small Business Administration as contained in NPD 24-601 of 8 July 1953. 


Commander Curtin. In the fiscal year 1953, a group of major Navy 
prime contractors voluntarily submitted data indicating the extent to 
which their prime contract dollars were being subcontracted to small 
business. This survey disclosed that these prime contractors had 
placed with small firms on a first-tier subcontract base $297,460,000 
or approximately 20 percent of their total prime contract awards of 
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$1,491,555,000. During the months of February and March 1954, | 
visited eight selected major Navy prime contractors to conduct a 
special study of their subcontracting policies and programs, particu- 
larly observing the extent to which their prime contract dollars were 
being subcontracted to small business. This special study covered the 
following major end items; 15 LST, landing ships tanks; VT fuses; 
construction of administration and warehouse buildings, 3-inch 50 
caliber gun; transportable lightweight mobile radar equipment, jet 
and piston-drive aircraft engines; aircraft, and guided missiles. The 
total value of these Navy prime contracts was $165,401,726. The 
study disclosed that 21.7 percent of the total prime contract dollars of 
$35,918,663 was being placed with small business in the form of first- 
tier subcontracts. 

A total of 1656 first-tier subcontracts were placed with small busi- 
ness and a total of 591 first-tier subcontracts were placed with large 
business firms. The small-business firms were located in 31 different 
States listed below: 

California Nebraska 
Colorado New Hampshire 
Connecticut New Jersey 
Delaware New York 
Georgia North Carolina 
Illinois Oklahoma 
Indiana Ohio 

Iowa Oregon 
Kansas Pennsylvania 
Kentucky Texas 

Maine Vermont 
Maryland Virginia 
Massachusetts West Virginia 
Minnesota Washington 
Michigan Wisconsin 
Missouri 

At the respective plants of the Navy prime contractors interviewed, 
discussions were held regarding the prime contractor’s policies and 
programs for carrying out the policy and the intent of the Navy in 
regard to the maximum utilization of small business in first-tier sub- 
contracts. Each official interviewed gave freely of his time and was 
most cooperative in stating the policies and operation of his sub- 
contracting program. I was very much impressed by the thorough 
manner in which criteria and guide lines were established for the 
selection of a subcontractor, especially in the highly technical field 
where close tolerances and high-precision work was required. The 
discussions emphasized the importance and value of subcontractors to 
prime contractors, and the complex structure of the industrial sub- 
contract organization that exists in the business world today. Dollars 
placed in the State of Maine for Navy prime contracts are finding 
their way to small firms in the Midwest, South, and in some cases to 
the west coast. Prime contractors are continually searching for de- 
pendable low-cost subcontractors. 

As a rule, all inquiries from small business for subcontracts with 
the prime contractor are referred to the purchasing agent of the 
contractor. Each small business inquiry is given full consideration, 
and all data submitted by the firm is retained in the contractor’s file 
for current and future reference. Periodically, and when required, 
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the contractor will send a field-survey team comprised of represen- 
tatives of his purchasing, engineering, production, and inspection 
staff to visit and survey the facilities of selected small-business firms 
who have applied for subcontracts. The small business is surveyed 
first for its business management, second for its financial stability, 
third for the degree of technical know-how and the availability of 
skilled labor, and fourth for its tooling facilities, and plant layout. 
Upon the selection of a small-business firm to be a subcontractor, 
the prime contractor may take the following action to familiarize 
the new firm with its specific responsibilities. Arrangements are 
made for the exchange of visits between the engineering, production, 
and inspection staff personnel of the prime contractor and the sub- 
contract plants, if the type of subcontract requires such liaison. In 
some cases, the prime contractor may loan machine tools to the sub- 
contractor to round out his tooling for the specific subcontract. For 
subcontracts which involve the production of highly technical mate- 
rial requiring close tolerances and high precision work, the prime 
contractor may assign a technical representative to consult with and 
advise the new small-business subcontractor during the initial months 
of the subcontract until it is fully indoctrinated in the quality re- 
quirements and procedures of the prime contractor. In some cases, the 
prime contractor may utilize “educational orders” or “pilot” pro- 
duction runs to ensure that the subcontractor can and will meet the 
quality requirement of the subcontract. It is mandatory for the 
prime contractor to maintain “quality control” as the close scheduling 
employed by the contractor for subcontract material allows for no 
delay caused by the rejection of material. In many instances it takes 
several years for a prime contractor to develop a dependable and 
skilled subcontractor. Prime contractors make every effort possible 
to maintain good relations with their subcontractors and to keep with- 
in the family dependable, skilled, and low-cost operating subcontrac- 
tors. 

It is the belief of the Navy that its major prime contractors are 
giving their full support and cooperation to the Navy’s policy for 
the maximum utilization of small business. In the implementation 
of this policy, the Navy prime contractors are building up an effec- 
tive subcontract organization with potential production capacity which 
can be expanded for use in any future mobilization period. On the 
basis of a recently completed study, it is estimated that Navy prime 
contractors are retaining within their own organization from 40 to 
75 percent of their prime contract dollars and are subcontracting the 
halance to both large and small concerns. 

Visits were also made to various offices of inspectors of naval mate- 
rial to observe action taken by the industry cooperation officers to 
assist small business. 

The offices of the inspectors of naval material were implementing 
to the fullest the small-business directives and were very well in- 
formed on the small-business program and problems in their respective 
districts. In one case, the inspector of naval material and his staff 
at Pittsburgh, Pa., enjoyed close association and liaison with the 
Smaller Manufacturers Council of Pittsburgh, an affiliate of the 
Chamber of Commerce. The smaller manufacturers council has a 
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membership of approximately 700 small-business firms and acts as 
a clearinghouse for discussion of small-business problems. 

Discussion with the industry cooperation officers in the offices of in- 
spectors of naval material revealed that a large number of inquiries 
were being received from small business in regards to requests for 
procurement information, and subcontract opportunities. Small- 
business firms are advised how to qualify for Navy procurement con- 
tracts and are directed to appropriate purchasing activities that pro- 
cure the items that are adaptable to the facilities of their firms. In 
these cases, reference is made to the publications How To Sell to the 
Department of Defense and Purchased Items and Purchasing Loca- 
tions of the Department of Defense. The office of inspector of naval 
material discusses with the small-business firm their plant facilities, 
tooling, and layout so that the firm can determine whether or not they 
are qualified to produce for the Navy. In many cases, where it has 
been determined that the small-business firm is not qualified to receive 
a Navy contract, the inspector of naval material will recommend, 
when it is possible to do so, how the small-business firm can modify 
its plant facilities, tooling, and layout so that it can qualify for a 
contract with the Navy. A number of small-business firms have ac- 
cepted such suggestions and have qualified for Navy contracts. 

When there is a reasonable doubt as to the technical or financial 
ability of the low bidder to meet the requirements of a particular 
procurement, it is customary for the purchasing activity to request 
an inspector of naval material to make a preaward survey of the com- 
pany. This analysis of the firm’s facilities and capabilities is bene- 
ficial to the interests of the company as well as to the Government. 
Quite often we may inadvertently do harm to a small firm when we 
permit it to take a contract award for which it is not qualified 
and thereby suffer a considerable loss in time and money. A preaward 
survey minimizes this possibility and is frequently used when a new 
supplier submits a low bid on a Navy procurement. 

In addition to the above duties, the inspector of naval material is 
also responsible for the administration of all Navy prime contracts 
located within his inspection area. Because of this responsibility, the 
inspector of naval material is in an excellent position to list the sub- 
contract requirements in his area. 

The Navy is justifiably proud of the success of its small-business 

rogram in obtaining an equitable share of procurement for small 
bi usiness. In the forthe ‘oming year further efforts will be made to in- 
crease the area of small-business participation in Navy procurement. 
Comments and suggestions from this committee regarding possible 
improvements in the Navy small-business program will be appre- 
ciated and give our most serious consideration. 


STATEMENT OF M. QUESTAL, ASSISTANT TO HEAD OF SMALL BUSI- 
NESS-INDUSTRY COOPERATION BRANCH, OFFICE OF NAVAL 
MATERIAL 


Mr. Questa. My statement on the Navy small-business pres 


deals primarily with our relations with the Small Business Adminis- 
tration and the criteria used by the Navy in classifiying procurements 
as to their suitability for small-business participation. 
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The Navy is firmly convinced that the only realistic yardstick for 
measuring small-business participation in procurement is the extent 
to which procurements patcahiolly suitable for small business are 
actually placed with such firms. A reporting system which reflects 
maximum small-business potential as well as awards to small firms has 
been in operation within the Navy since January 1, 1952. 

Small-business specialists are responsible for making determinations 
as to whether proposed procurements in excess of $10,000 are suitable 
for small-business participation. To expedite processing of procure- 
ments and to reduce administrative costs, procurements below $10,000 
are arbitrarily classified as suitable for small business, despite the 
fact that some of these procurements may not be adaptable to the fa- 
cilities of small firms. 

In classifying a procurement as being suitable or nonsuitable for 
small business, consideration is given not only to the type of item 
involved but also to the pertinent factors or conditions surrounding 
each procurement such as availability of small firms with requisite 
technical competence, adequate facilities, available capacity, ability 
to meet delivery requirements, and financial resources. In the inter- 
est of statistical accuracy a procurement which theoretically could be 
manufactured by a small firm is not classified as “suitable” if the item 
involved is a qualified product for which no small concern has secured 
approval or if the item is proprietary to a large-business concern. 

If a small-business concern has in the past submitted a responsive 
and reasonable bid on any similar procurement, or if the item to be 
procured is new but deemed to be within the productive capabilities 
of small firms, all procurements of this item are listed as suitable 
except in the following instances: 

Urgent requirement for material necessitates the establishment of 
a delivery schedule which cannot possibly be met by a small concern. 

Tooling cost is prohibitive for small business. 

No small concern with requisite technical competence or financial 
resources is available to compete for procurement. 

If conditions surrounding a procurement effectively preclude all 
small firms from competing, as indicated in the exceptions noted in the 
above paragraph, the Navy will classify that particular procurement 
as “Unsuitable” despite the fact that small firms may have produced 
the item in the past under more favorable conditions. In the pre- 
ponderant number of cases a procurement will be classified as suitable 
if a small firm has submitted a responsive bid on prior similar pro- 
curements. It is considered desirable, however, from the standpoint 
of maintaining statistics of the highest validity to permit an “un- 
suitable” classification of this type of procurement when it can be 
clearly demonstrated that no small firm can currently meet the require- 
ments of the procurement in question. Attached for information are 
lists of selected items procured by the Navy that are almost invariably 
suitable for small-business participation, and other items which can- 
not be manufactured by small firms because of their complexity or 
cost, large firm holds proprietary rights, or items will be used as 
replacement parts in extremely complex equipment manufactured 
originally by a large concern. 
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It may be of interest to the committee to cite some of the reasons 
why small business did not receive 100 percent of the Navy’s suitable 
procurements. These include the fact that small firms did not submit 
low bid, small concerns bidding were unable to meet delivery schedules, 
small firms failed to submit bids, bids submitted by small firms were 
not in conformance with specifications, small concerns bidding did 
not have necessary facilities or were not qualified technically, contract 
was awarded under D. M. P. 4 and no small firms in surplus labor 
area had submitted competitive bids, and small concerns failed to 
qualify their products in procurements involving qualified products. 

The Navy has continuously cooperated closely with the Small Busi- 
ness Administration and its predecessor organization, the Small De- 
fense Plants Administration, in the development of a joint coopera- 
tive program of assistance to small business. 

In accordance with an agreement made in July 1952, Administra- 
tion representatives have been screening pnghent unclassified pro- 
curements in major Navy purchasing activities for the primary pur- 
pose of initiating joint determinations. Joint determinations which 
are acceptable to both Navy and Small Business Administration rep- 
resentatives result in the reservation of a particular procurement or 
portion thereof for exclusive negotiation with small business. Con- 
tracting Officers will concur with joint determinations initiated by the 
Small Business Administration representatives except in those in- 
stances when it can be clearly and affirmatively demonstrated that 
reservation of a particular procurement or portion thereof for exclu- 
sive negotiation with small business will be detrimental to the best 
interests of the Government. 

The percentage of the dollar value of joint determinations involv- 
ing Navy procurement that was acceptable to the Navy has steadily 
increased. Seventy-two percent of the dollar value of Navy joint 
determinations initiated by Small Business Administration representa- 
tives for the period August 1, 1953-—January 31, 1954, was concurred 
in by the Navy as compared to 58 percent of all Navy joint determina- 
tions initiated by the Small Defense Plants Administration repre- 
sentatives during the life of that agency. During the period August 
1, 1953—January 31, 1954, Navy contracts totaling $8,229, 246 have been 
ylaced with small firms as a result of Navy joint determinations 
initiated by Small Business Administration representatives. 

The increase in approved joint determinations is attributable in 
large measure to the fact that the Navy and other services in con- 
junction with the Small Business Administration have resolved cer- 
tain operating problems which previously impeded effective imple- 
mentation of the program. Navy contracting officers are cooperating 
fully with the Small Business Administration representatives solely 
on the grounds that a large perecntage of previous procurements have 
been placed with small business, or that the item to be purchased is on 
the qualified products list or under the production allocation program, 
or is available from only one known source, namely a small-business 
concern. Furthermore, an agreement recently made with Small Busi- 
ness Administration which has not as yet officially implemented by the 
the Navy permits joint determinations to be initiated for procurements 
above $10,000 as contrasted to a previous floor of $25,000. It is 
estimated that approximately 9,000 additional procurements per an- 
num will now be potentially suitable to joint determination pro- 
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cedures. This will undoubtedly further enlarge the area of small- 
business participation in the joint determination program. 

The Navy has extended every possible assistance to the Small Busi- 
ness Administration in the preparation of Small Business Manage- 
ments Aids, Specifications Directory, the revision of the Government 
Procurement Manual, and other similar small-business publications 
ssued by the Administration. It is considered that these publications 
are very helpful to small firms seeking defense work, and the Navy is 
very much interested in making a maximum contribution to the suc- 
cess of these publications. 

Since January 1, 1953, the Navy has made extensive utilization of 
the regional offices of the Small Business Administration to dissemi- 
nate information on proposed procurements in excess of $25,000 for 
which additional small-business participation was deemed desirable. 
lhe Small Business Administration has cooperated fully with the 
Navy in the furtherance of this program, and favorable comments 
have been received from numerous small firms attesting to the effec- 
tiveness of this joint endeavor. 

(The list of items referred to is as follows :) 


List of selected items procured by major purchasing activities of Navy classified 


as to suitability and nonsuitability for performance by small business 


Activity 


Bureau of Ordnance, Washing- | 
ton, D. C. 


Bureau of Ships, Washington, 
D.C. 


Bureau of Aeronautics, Wash- | 
ington, D. C, 


Aviation Supply Office, Phila- 
delphia, Pa. 


Yards and Docks Supply Office, 
Port Hueneme, Calif. 





Unsuitable items 


Torpedoes 

Guns (3-inch .50 caliber up). 
Radar unit. 

Fire control equipment. 

VT fuses 

Aircraft carriers. 
Destroyers. 


| Main propulsion gears. 
| Submarine storage battery. 
Radar equipment (complete unit). 


Main boilers. 


| Reller bearings. 


Air frames. 

Airplane engines. 

Complete radar sets. 

Air turbine starters. 

Bearings, antifriction for aircraft 
and instrument use— matched 
Sets. 

Vibration insulators for instru- 
ment-panel mounting. 

Aircraft hydraulic filters, MIL F 
5504. 

Aircraft engine shock mounts 


| Aviation hydraulic-pressure gages. | 


Cuprous oxide, dry pigment MIL 
C 15169 (Ships). 

Titanium dioxide, dry pigment 
TT-T-425A. 

Aluminum aircraft extrusions. 
Acrylitic sheets, aircraft use, heat 
resistant. 
High-pressure 
portable. 

Sheet-steel piling. 

Railroad rails 

Prefabricated buildings. 
Crawler-mounted crane-shovels. 


air compressors, 


| Road gra‘ters. 


Road crushers. 
Air compressors. 


Generator sets. 


Air-conditioning 
Sirens, 


equipment. | 


Suitable items 


Cartridge tanks. 
Fuse containers. 


| Projectile plugs and adapters. 


Ammunition boxes. 


| Boats (less than 100 feet). 


Ammunition lockers. 

Nonmagnetic mine-sweeping 
equipment. 

Electronic test equipment. 


Radiac equipment. 





| Rocket launchers 


Bomb shackles and racks. 

Antennas 

Target drones 

Paint, interior oil, flat wall, white, 
Fed Spec T'T-P-510 

Paint, deck Jan Spec P-699 

Shoe leather flight deck MIL 8 
6040A. 

Gloves, aviators, leather, summer 
and intermediate Spec NavAir 
M386B, MIL G 7496 

Accessory kits for life rafts MIL A 
6330B. 

Steel washers to AN Specs. 

Aircraft fittings, AN parts for use 
in hydraulic and pneumatic 
systems 

Aircraft practice bomb containers, 

Aerial tow targets 

Bomb hoisting slings. 


Pontoons. 

Lawnmowers 

Flood light trailers. 

Fabricated steel pipe 

Shop trailer, towed type full plat- 
form. 

Field type wood furniture. 

Concrete carts. 

Gasoline engine-driven 

Pile-driver leads 

Marine hardware 
accessories, 


winches, 


and pontoon 
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List of selected items procured by major purchasing activities of Navy classified 
as to suitability and nonsuitability for performance by small business—Con. 


Activity 


Ships Parts Control 


Mechanicsburg, Pa. 


Center, 


Ordnance Supply Office, Me- 


chanicsburg, Pa. 


Submarine Supply Office, Phila 
delphia, Pa 


Electronic Supply Office, Great 
Lakes, Ill. 


Unsuitable items 


Oil assembly pump, Carrier Corp. 
866 CRR 20001 

Crankshaft, C 
CRR 20048 

Lighting panel, 
H17 WS 10000 

Meter movement, Western Elec- 
tric, H17 WS 10116 

Time assembly, H17 CUP 12021. 

Rotor assembly, General Electric, 
H75 PAM 11869 

Rotor fillet, Smith 
WAT 10031. 

Conversion cut, 
H75 EDE 12174 

Piston assembly, 
H1l WOR 70366. 

Armature, Westinghouse, 
W X 20216 

Voltmeter, Simpson, 303 Z17-M- 
27933-8346 

Gyroscope unit MK _ 56, fire-con- 
trol system, Z950-S K-13633 

Motor, AC, 46 HP for gun sight 
MK-14 (miniature Z17-M- 
55414-8156, 

Motor, electric, 
Implydyne 
70322-1933 


1, oil, Z33-S 


urrier Corp., 866 


Western Electric, 


Deker, H1l 


Detroit Diesel, 
Worthington, 


H17 


driven, 
Z17-M- 


power 


10/HP 


442410-3250. 
, indicator, Dial Light Co., 
7215-15-111; Z17-L-76871-7925 
Gun sight assembly, MK-9 
MOD-0 Z954-LD 257241-3. 
Prism assembly No. 4, Z954-LD- 
7242-3 
Track assembly, glass, ste 
ing if trument, 
172603-11 
orrosion gun, 
Z954-S K-10634 
Bronze valve, salt 
ACF: 9015-10 
Transformer, synchro-step down, 
P17-A RV-1009 
Regulator, evaporator 
P45-A L V-1257 
Impellar, 4th stage pump, 
BPA-1003. 
Flexible connec 
Hydrogen detectors, 
1009 
Rotor, 
Pil 


Z953-LD 


( MK-2, MOD-0 


water, P45- 


pressure, 
P1l- 


tion, P33-A Q-1024 
P57-ECH- 


power, for IMO 

DLT-1133. 

Valve, check flow, 2 
GRV-1131. 

Valv li 144 inch, range 
to 1,000, PSI P45-VI-1032 

Cooler, surface air for cooling main 
generator, P60—-H R-9012-10 

Cable, RG 85 U N15-C-12161, 
185 RG 118 U N15-C-121601748. 

Electron tubes, receiving type, 
N 16~T-76005 

Dry batteries, N17B-5873 
N 17B-60677-9101 

Resistors, film and 
R-7 9-8001 

Resistors, wire-wound 
N16 A-89826-8110. 

Resistors, fixed, wire wound, N16 
R-9990990-0115. 

Switches, rotary and knife type, 
N 17-S-59309-5501, N17-S-59292- 
1823 (largely proprietary 

Transformer, all types, 
68534-4241 

Magnetrons, N16-T-62348, N16- 
T'-62829 

Relays, armature, 


pump, 
inch, P45- 


, 5,000 


34980, 


fixed, N16 


variable, 


N17-T- 


N17-R-65237- 


reo train- 


Suitable items 


Camp, electric brass. 

Vise machine table, screw type. 

Extractor screw 

Lock, cast-iron Lappe. 

Pin, striated, grooved. 

Pin, flat head, brass. 

Pin cotter. 

Belt machine square head steel. 

Eye steel, plain pattern, drop steer- 
age. 

Nut machine screw hex steel. 

Retainer, valve spring. 


Box assembly 
welding). 
Cover assembly (machine work, 

drilling, typing). 
Contact (stamping, drilling braz- 
ing) 
Clip (bending). 
Gasket, rubber (standard gasket). 
Gasket, rubber (mold filled). 
Bracket (cutting and bending), 
Washer (stamping, brazing). 
Can (stamping, crimping, punch- 
ing, welding). 
Spring (coil spring). 


(general machine 


Rings, suction head. 

Bushing, bronze. 

Spacer, bearing. 

Stud, steel. 

Bolt, steel. 

Key, nickel, copper alloy. 

Spring, compression %%-inch rd, 
46 inch free length, 8 coils. 

Gasket, copper, round. 

Filler ring, flax or hemp. 

Retainer, brass. 


Connectors, UG type, N17-O- 
68722-4379, N17—C-71422-2486. 
Crystals, quartz, N16-C-96857- 

7750. 

Coils, RF and specials, N16-O- 
72646-2432. 

Suppressors, N17-S-50951-1201. 

Transformers, N17-T-68534-4201. 

Switches, thermostatic, N17-S- 
69962, 2842. 

Hand sets and electric sets, tele- 
phone, N17-C-5 5! 

Loudspeakers, N17-L-91 

Cable assemblies, N17-C-48719- 
8501. 

Tubes, electron, gas rectifier, and 
photo tube, N16—-T-53222 (com- 
mercially known as 3B22 and 
similar types). 
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List of selected items procured by major purchasing activities of Navy classified 
as to suitability and nonsuitability for performance by small business—Con. 


Activity Unsuitable items Suitable items 


} 


1 Stores Supply Office, lubing, copper, copper nickel | Shipboard furniture, aluminum, 
idelphia, Pa. 1luminum alloy, class 44 class 26 
Pipe, wrought iron, class 44, and Wardrobe. 
steel, Berths 
Bars, commercial brass, class 4¢ Chairs. 
Ferrous and aluminum silicon | Mess tables. 
ingot and pig, class 46 | Bulletin boards. 
Copper sheets, class 47. Magazine racks. 
Aluminum and ferrous alloy sheets Clothes hangers. 
and plates, class 47 Toiler cases. 
Aluminum and ferrous angles, arine hardware, class 12 
r’s and beams, class 48. Fuel tanks. 
All items of watertight cable, 
class 15 
Lead sheathed telephone cable Harbor assemblies. 
Linoleum tiles, class 27 Miscellaneous items 
Fiber glass insulation board, class | Paper towel cabinets, class 42. 
32 Coffee urns, class 65 
Fiber board, hard pressed, similar Steam checked kettled, class 65. 
} to masonite, class 59. | First aid packs, class 57. 


Senator Frrauson. I understand that we have a meeting tomor- 


row morning in which you are going to be present with the other 
services. 

Mr. Bannerman. Is that tomorrow morning? 

Commander Curtin. Friday morning. 

Mr. Forsyrue. We are having an open session tomorrow morning 
on progress payments and some of the miscellaneous loose ends that 
we have had during the year, and Friday morning is the executive 
session. 

‘Tomorrow morning we are going to have the Army, the Air Force, 
and the Navy represented on progress payments and any other mat- 
ters you gentlemen would like to bring before this committee, and 
any other loose ends. 

Mr. Foerrr. Unless I can make a change in my calendar, our repre- 
sentatives will be here. I will be here if I can. 

Senator Ferguson. We will recess at this time. 

(Whereupon, at 11:30 a. m., the subcommittee recessed.) 
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THURSDAY, APRIL 8, 1954 


SUBCOMMITTEE ON Mriirary PROCUREMENT OF THE 
SeLtect CoMMITTEE ON SMALL Bustness, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m. in room P-38, 
United States Capitol Building, Senator Homer Ferguson presiding. 

Present: Senators Ferguson and Goldwater. 

Also present: Robert A. Forsythe, chief counsel, Walter B. Stults, 
staff director, and William D. Amis, professional staff member of the 
committee. 

Senator Frreuson. You may proceed. 


STATEMENT OF JOHN S. BACHMAN, CHAIRMAN, CONTRACT 
FINANCE COMMITTEE, DEPARTMENT OF DEFENSE, ACCOMPANIED 
BY EDWARD McMURRAY, PROCUREMENT POLICY DIVISION, 
DEPARTMENT OF AIR FORCE; N. P. CASSIDY, ASSISTANT COMP- 
TROLLER, DEPARTMENT OF NAVY; AND GEORGE DALY, OFFICE 
OF ASSISTANT SECRETARY FOR FINANCIAL MANAGEMENT, 
DEPARTMENT OF THE ARMY 


Mr. Bacuman. Good morning, Senator. 

I have here a prepared statement that was worked up for the session 
that was postponed Jast week. I will read it if you would like me 
to do so. It has been furnished to counsel for the committee. 

Mr. Forsyrue. It is a short one. I think you better read it. 

Mr. BacumMaAn. Progress payments are made only as provided by 
contract. 

They are payments made as work progresses under a contract. 

Senator Frreuson. Then you would say that a man who makes 
these contracts knows just when he is going to get his money. 

Mr. Bacuman. He should know; the general thesis is that as work 
progresses and costs are being accumulated, he bills for a percentage 
of his accumulated costs, whether they be all the costs or direct labor, 
or direct labor and material, or whatever may be the basis. 

When he has accumulated his costs, then billed in accordance with 
the contract, he is paid; that is correct. 

Senator Fercuson. Your complaints come from the fact that when a 
man makes his contract, he doesn’t always know his requirement for 
money and that he has a stipulation that doesn’t go along with what 
he really needs. 

Mr. Backman. Senator, we have heard various complaints floating 
around. Just what the complaints are none of us have ever discovered. 
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We desperately go after specific cases when they turn up, but this 
complaint has been one of those nebulous things that has been hard 
to pin down. 

Bx Forsyrue. I might point out—and I think Mr. Bachman will 

gree—as background there, that when the Department of De _— 
issued a directive in October 1953, either it was misinterpreted o 
there was a great deal of undue concern that progress payments wanid 
cease ent irely. 

Mr. BacuMan. That is right. 

Mr. Forsyrue. There was such a general question raised in some 
of the trade journals and in some of the press—general talk to the 
effect that the Defense Department has unfairly done away with the 
program of progress payments. So the purpose of this meeting is to 
allow the Defense Department and the services to clarify for the 
record which we will publish, get out and distribute the true facts 
on progress payments as they exist today. 

Mr. Bacuman. That is right. I would emphasize your word 
ee * and “undue concern.” Quite early last fall one of the people 
now gone from Air Force used an expression that I thought was very 
Siting. He said to the particular complaining person that he was 
complaining before he was hurt, so as far as we know nobody has been 
hurt or nobody is going to be hurt. 

Mr. Forsyrne. Will you proceed with your statement, John. 

Mr. Bacuman. They are made upon the basis of costs incurred or 
of percentage of performance accomplished. They are predelivery 
payments. The concept of progress payments does not include pay- 
ments made for the unit prices of items delivered and accepted under 
contracts, 

Progress payments are made under fixed-price contracts, including 
those contracts which provide for revision or redetermination of price. 
They are not made on cost-reimbursement type contracts, of 
which the most familiar is the cost-plus-a-fixed-fee type. On cost- 
reimbursement contracts, the contractor is reimbursed from time to 
time for his allowable costs incurred, and these reimbursements are not 
called progress payments. 

The customary uses of progress payments are on construction con- 
tracts, contracts for shipbuilding, ship repair and alteration, archi- 
tectural and engineering service contracts, and production contracts 
involving a Jong lead time or preparatory period requiring predelivery 
expenditures that are large in relation to the contract price and in rela- 
tion to the contractor’s working capital and credit. Their typical uses 
on long lead-time contracts include those for aircraft, engines, com- 
plex items of electrical and electronic equipment, production equip- 
ment, tanks and other items of heavy ordnance. They are not cus- 
tomary on those ordinary supply or service contracts that do not 

involve § a long lead time or predelivery expenditures that are large in 

‘lation to the contract price and the contractor’s working ¢ apital and 
credit. 

Progress payments necessarily involve Government expenditures 
earlier than are ne on contracts without progress payments. 
They involve risks of monetary loss comparable to the risks of loss. on 
mpranteed loans, without the benefit of the sharing of risks by private 
financing institutions. They require considerably more activity of 
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Government personnel than is required for contracts without progress 
payments, or for administration of guaranteed loans by private 
lenders. 

[he general preference for forms of contract financing is, first, 

ivate financing without Government guaranty, second, guaranteed 
oans, With lenders sharing the risks, third, progress payments, and 
fourth, advance payments—DOD directive No. 7800.1, October 30, 
953—which I think your counsel has, and I have some more here. 

Government financing for contract performance is expected to be 
provided only to the extent reasonably required for performance— 
7800.1. Progress payments are intended to be only supplementary 
to purely private financing and V-loans in amounts reasonably nec- 
ssary—DOD directive No. 7840.1, February 15, 1954—which I think 
your counsel has already. 
* In actual practice, and by force of custom, progress payments are 
uniformly provided on contracts for construction—real-estate im- 
provements—and for shipbuilding. 
~ The memorandum of February 12, 1954, issued as DOD directive 
No. 7840.1, deals with, among other things, the erroneous rumors that 
progress payments had been stopped within the Department of 
Defense. 

(The documents above referred to follow :) 


15 Fresrvary 1954 
NUMBER 7840.1 


DEPARTMENT OF DEFENSE DIRECTIVE 


Subject: Defense Supply Contract Financing—Progress Payments Based on 
Costs. 

Attached for information and guidance is a copy of Secretary of Defense 
memorandum to Secretaries of Army, Navy, and Air Force, subject as above, 
dated 12 February 1954. 

MAvRICE W. ROCHE, 
Administrative Secretary. 


Tue SECRETARY OF DEFENSE, 
Washington, February 12, 1954. 
Memorandum for The Secretary of the Army. 
The Secretary of the Navy. 
The Secretary of the Air Force. 
Subject: Defense Supply Contract Financing—Progress Payments Based on 
Costs. 

Uncertainties as to the appropriate uses of progress payments to be made as 
work progresses on defense contracts for equipment and supplies have resulted 
from recent publicity. It is not and has not been the policy of the Department 
of Defense that the proper use of progress payments should be stopped or un- 
reasonably curtailed. Progress payments are sometimes necessary and useful 
to supplement the working funds available to defense contractors of all sizes. 
To the extent reasonably necessary, they are considered useful on contracts 
involving a long lead time or preparatory period requiring contractor’s pre- 
delivery expenditures that are large in relation to the contract price and in 
relation to the contractor’s working capital and credit. However, contract pro- 
visions for progress payments should be only supplementary to private financing, 
including guaranteed loans, in amounts reasonably necessary for contract per- 
formance (Department of Defense directive No. 7800.1). 

The percentage rates and cost bases for progress payments on new procure- 
ment should be determined on a minimum basis commensurate with the con- 
tractor’s production schedule requirements and minimum inventory lead time, 
with due regard to the contractor’s projected cash needs, cash resources, and 
their planned application. It should seldom be necessary for progress pay- 
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ments based on costs to exceed 90 percent of direct labor and material costs, 
or 75 percent of total costs, of the work done under the undelivered portion of 
the contract. Lesser percentages and bases may often be adequate. However, 
higher percentages that may be found necessary in individual cases may be pro- 
vided with the specific approval of the head of a procuring activity (ASPR 
1—201.4) or of a general or flag officer designated for that purpose. 

Progress payments require careful administration to insure against overpay- 
ments and losses. In the process of reviewing individual progress payments 
already existing or hereafter established, action to reduce or slow down progress 
payments or to increase liquidation rates (unless justified on other grounds, 
such as overpayments or unsatisfactory performance), should be consistent with 
contract provisions, and never taken precipitately or arbitrarily. Any such 
reduction of progress payments on active contracts, with a view to holding all 
progress payments in line with actual reasonable necessity, should be effected 
only after notice to and discussion with the contractor, and after full explora- 
tion of the contractor’s financial condition, existing or available credit arrange- 
ments, projected cash requirements, effect of progress payment reduction on the 
contractor's operations, and generally on the equities of the particular situation. 

In order to eliminate public misunderstandings, and to clarify understanding 
of policies pertaining to progress payments, it is important that the substance 
of this memorandum be disseminated very promptly to all personnel concerned 
with the making of contract provisions for progress payments based on costs, 
or with the administration of such progress payments. It is requested that 
copies of implementing instructions be furnished as soon as possible to the 
Assistant Secretary of Defense (Comptroller) and the Assistant Secretary of 
Defense (Supply and Logistics). This memorandum is intended for interim 
guidance, pending the issuance of contemplated comprehensive regulations gov- 
erning all progress payments. 

C. E. WILson. 


30 OcroBER 1953 
NUMBER 7800.1 


DEPARTMENT OF DEFENSE DIRECTIVE 


Subject : Defense Contract Financing Policy. 
References: (a) Memorandum dated 14 October 1950, from the Deputy Secre- 
tary of Defense, Subject : Defense Contract Financing Policy. 
(b) Joint Regulations (SR 715-35-5; NAVEXOS P-1006; AFR 
173-133), dated 17 March 1952, Subject: Defense Contract 
Financing. 


I.. PURPOSE 


The purpose of this directive, in addition to the purpose stated below, is to 
revise reference (a) in order to (1) conform to Section 301(a) of the Defense 
Production Act of 1950, as amended by Section 4 of the Defense Production Act 
Amendments of 1953, (2) revise the order of general preferences for forms of 
contract financing so as to place guaranteed loans ahead of progress payments, 
(3) eliminate mention of the Munitions Board and to make appropriate refer- 
ences to the Assistant Secretary of Defense (Supply and Logistics) instead of the 
Munitions Board, and (4) delete references to “direct loans.” 


Il. CANCELLATION 


Reference (a) is canceled. 


Itt, POLICY 


The purpose of this directive is to establish basic contract financing policy for 
the Department of Defense to assure proper uniformity in policies, procedures, 
and forms, and to provide for application of the fundamental management prin- 
ciple of internal check and balance, 

The term “financing” as used in this directive covers government guaranteed 
loans, advance payments, and progress payments (not including partial pay- 
ments for delivery of one or more completed units called for under a contract) 
necessary for both performance and termination purposes, to the extent au- 
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\orized by law (insofar as progress payments are concerned, it is contemplated 
that contract financing officers will participate in the development of appropriate 
standard contract provisions designed to avoid undue risk to the Government and 

ould participate only in specific cases involving unusual financial arrangements 
and conditions). 

Financing must support procurement and should be designed to aid, not im- 
pede, essential procurement, but should be so administered as to avoid the risk 

f monetary loss to the Government to the extent compatible with aiding essen- 
ial procurement. To this end: 

a. In terms of organization, the financing function should be separated from 
the procurement function, but close cooperation between the procurement and 
financing functions should be preserved at all times. 

b. Procuring activities in placing contracts must give due regard to the 
financial capabilities of the supplier. 

ce. Government financing for production or services should be provided only if, 
ind to the extent, reasonably required for prompt and efficient performance of 
Government contracts and subcontracts. 

d. Financing through guaranteed loans or advance payments may be made 
ivailable to a supplier in cases where (1) the production or service is essential 
and (2) no alternative source is readily available without prejudice to the 
national defense. However, in connection with applications for guaranties of 
loans to be made to small-business concerns, and in connection with increases or 
extensions of maturities of guaranteed loans made to small-business concerns, 
and if they otherwise qualify, the factor of ready availability of alternative 
sources will not be considered, and the statement that the contracts or subcon- 
tracts involved cover materials or services which cannot be procured readily 
from an alternative source without prejudice to the national defense will be 
omitted from the Certificate of Eligibility. 

e. It is recognized that adequate protection against the financial impact of 
termination of government contracts and subcontracts should encourage sup- 
pliers to invest their own funds in performance under such contracts and that 
financing for termination purposes will be an important aid to ultimate recon- 
version of industry to peacetime activities. Acordingly, termination financing 
may be made available, with appropriate protection of the Government’s inter- 
est, either in connection with or independently of performance financing. 

f. If a disagreement arises between the financing office and the interested 
procurement activity in any department as to whether, to what extent, or in 
what form, financing should be furnished, the matter will be referred imme- 
diately to and resolved in the higher echelons of authority responsible respec- 
tively for financing and procurement functions, subject to any issue being re- 
solved ultimately by the Secretary of the Department concerned. 

When financing through loans or advance payments is requested, the inter- 
ested procuring activity shall certify that the case meets the requirements set 
forth in d above, and shall accompany such certification with adequate sup- 
porting data pertinent to the case. 

Uniform financing policies and, so far as practicable, uniform procedures 
and standard forms are to be used by the Military Departments and, to the 
extent mutually agreed upon by the Military Departments, facilities and 
personnel are to be used in common. In formulating such policies, procedures, 
and forms due regard shall be given to the desirability of following, so far as 
consistent with present circumstances, the policies and procedures developed 
during World War II. 

In determining what form of financing shall be recommended or made available 
to suppliers, the following order of preference should generally be observed, 
recognizing that there may be valid exceptions in specific cases or classes of 
cases. 

a. Private financing (without governmental guarantee). 

b. Guaranteed loans (with financing institutions participating to an extent 
appropriate to the risk involved). 
ec. Progress payments. 


d. Advance payments. 
The responsibility for insuring uniform administration of financing in accord- 


ance with this directive shall be in the Assistant Secretary of Defense (Comp- 
troller). Specific cases need not be referred to the Office of the Assistant 
Secretary (Comptroller) unless policy or important procedural problems are 
involved, and the day-to-day financing operations shall be the responsibility of 
the Military Departments. 
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Responsibility for financing in each Department shall be in the Under or 
Assistant Secretary responsible for the comptroller function, with the focal 
point of such activities at departmental headquarters although contract financing 
offices may be established at the operational level determined by that Department 

There shall be a Contract Finance Committee composed of a representative 
of the Assistant Secretary of Defense (Comptroller) as Chairman, a representa 
tive of the Assistant Secretary of Defense (Supply and Logistics), and two 
representatives of each Military Department (one representing procurement 
and one representing the contract finance office), which Committee shall meet 
upon call by the Chairman, upon his own initiative or when requested by a 
member of the Committee. This Committee shall advise and assist the Assistant 
Secretary of Defense (Comptroller) in assuring proper and uniform application 
of policies and the development of procedures and forms, and may from time 
to time recommend to the Secretary of Defense through the Assistant Secretary 
of Defense (Comptroller) and the Assistant Secretary of Defense (Supply and 
Logistics) such further policy directives on the subject of financing as may 
appear desirable. For matters involving guaranteed loans, a representative of 
the Board of Governors of the Federal Reserve System may be invited to meet 
with the Committee. The Committee also may from time to time secure the 
advice of representatives of other branches of the Government and other per- 
sons and may invite such representatives and persons to its meetings. 

The policies stated herein are effective immediately, and all departments and 
agencies concerned are directed to initiate action immediately to conform thereto. 
Appropriate conforming changes will be made in reference (b) and in the pro- 
cedures of the Military Departments. 

C. E. WiLson, Secretary of Defense. 


Data compiled by the military departments show that at the end 
of December 1953 some 881 contractors—exclusive of those engaged 
in construction work—had progress payments in amounts outstanding 
under $1 million each. Of this group, 151 contractors had progress 
payments outstanding in amounts under $10,000, 145 contractors had 
progress pi _ nts outstanding in amounts between $10,000 and $ $25,- 


000, another 145 contractors hi id progress payments outstanding in 
amounts between $25,000 and $50,000, 120 contractors had progress 
payments outstanding in amounts between $50,000 and $100,000, 181 
contractors had progress payments outstanding in amounts between 
$100.000 and $300.000. 74 contractors had progress payments outstand- 
ing in amounts between $300,000 and $500,000, and 85 contractors had 
progress payments outstanding i in amounts between $500,000 and $1 
million. The number of these contractors who are small-business con- 
cerns has not been ascertained. However, since the percentage of V- 
loans that have been authorized under $1 million each—75 percent—is 
very close to the percentage of V-loans to small business—73 percent— 
it may be fairly concluded that many of these progress payments 
under $1 million are to small-business concerns. This total of 881 
contractors—nonconstruction—with progress payments under $1 
million each represents almost 82 percent of the total number of con- 
tractors—other than construction—having progress payments. Of 
course, some of these represent early payments on larger contracts, 
and some may represent a residue on contracts nearly completed, but 
at this advanced and somewhat level stage of the defense program 
these factors should not materially affect the conclusion that many 
of these progress payments are held by small-business concerns. 

The amount of progress payments outstanding with a contractor 
means the amount of progress payments made on all of his active con- 
tracts, less amounts applied from the contract price of delivered items, 
to reduce the amount of progress payments. Liquidation of progress 
payments is effected by deduction of a portion of the unit prices of 
delivered items. 
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A sampling of i progress-payment-contract data of one of the 
Air Materiel areas—a subdivision of Air Materiel Command— shows, 
at the end of Dec ember 1953, some 560 contracts with outstanding 
progress payments. These 560 contracts were held by some 205 con- 
tractors. Of the 560 contracts, 330 were for contract prices under $1 
million each. Of these 330 contracts, 44 were for contract prices up 
to $25,000, 34 were for contract pr ices between $25,000 and $50,000, 67 
were for contract prices between $50,000 and $100,000, 59 were for con- 
tract prices between 100,000 and $200,000, 41 were for contract prices 

between $200,000 and $300,000, 37 were for contract prices between 
$300,000 and $500,000, and 48 were for contract prices bet ween $500,- 
000 and $1 million. Since the preparation of this statement for the 
session originally scheduled for last week, it has been learned that 16: 
of these 560 contracts—29.1 percent—are held by 83 small-business 
concerns—40.5 percent of the total 205 contractors. Comprehensive 
data as to the size of contracts carrying progress payments has not 
been compiled. 

Mr. Forsyrue. John, in this statement here, going back to page 1, 
you say the customary uses of progress payments are on construction 
contracts, et cetera. Has that always been true down through the 
years ¢ 

Mr. Bacuman. That would be a hard question for me to answer, but 
it is my understanding that that is correct. 

Mr. Forsyruer. I was wondering about the term “customary usage” 
whether that was one that was used as a result of a long history of 
watching and tabulating progress payments or whether it is something 
recent. 

Mr. Bacuman. Actually on progress payments, to my knowledge, 
the first figures on progress payments—it may have happened before, 
but not to my knowledge—was started about 2 years ago by Air Force 
and Army began last summer, and it is only in the last six months that 
there has been any known Navy figures. The customary tabulation 
there plus a great many other things, associated components and the 
elements that would go into any long lead-time activities, a great many 
people believe, are the cutsomar y patterns. 

Mr. Forsyrue. Page 2 you say the erroneous rumors of progress 
payments have been stopped in the Department of Defense. 

There we are talking about rumors and I have already brought to 
your attention prior to this meeting the letter of December 21, 1953, 
from the Signal Corps Supply Agency, Philadelphia, Pa., addressed to 
contractors working out of that office and here General Willis defi- 
nitely says that progress payments are stopped. There are no more. 

Mr. Bacuman. The letter was brought to my attention long before 
you mentioned it, about the time of its date. I think the letter will 
speak for itself. I didn’t read it at the time as saying anything other 
than in the future the authority of the contracting officers at the Sig- 
nal Corps Supply Agency, Philadelphia, would be terminated. I 
read it to say between ‘the lines that there would be a rev iewing body 
at the agency and that the issuer of the letter was notifying his sup- 
pliers that progress payments were going to be somewhat harder to 
get. 

“an was interested in it. It turned up in the form of a complaint sev- 

‘al places quite quickly. I took it up with Army. Two internal 
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Army papers issued since and General Willis’ followup letter which 
went out on the 2d of February this year 

Mr. Forsyrure. Would you put a copy of that letter in the record 
for us so we can have it ? 

Mr. Bacuman. Certainly. 

(A copy of the letter dated February 2, 1954, by Brig. Gen. James §., 


Willis follows :) 


S1iegNaAL Corps SupPry AGENCY, 
Philadelphia, Pa., February 2, 1954. 

Since my last letter to you under date of December 21, 1953, relative to 
progress-payment financing, I have received several inquiries from industry in 
dicating the desirability for further clarification of this subject. Also, during 
this same period, there have been received from higher authority additiona 
statements bearing on the interpretation of the policy. 

My letter of December 21, 1953, was intended to advise you of the genera 
guidelines to be employed in the administration of progress payments and I be 
lieve it would be helpful at this time to elaborate upon the statements contained 
therein. It is fully recognized that progress payments are sometimes necessary 
and useful to supplement the working funds available to defense contractors 
of all sizes. Like other forms of contract financing, they are regarded as a 
tool that may be used to the benefit of the Government to support contract per- 
formance. When and to the extent reasonably necessary, they are considered 
useful on contracts involving a long lead time or preparatory period requiring 
predelivery expenditures that are large in relation to the amount of the contract 
and to the contractor’s working capital and credit. When found necessary and 
appropriate, after full consideration has been given to utilization of private 
financing and guaranteed loans, the requirement for progress payments is justi- 
fied in the awarding of a contract if there will be a benefit to the Government 
in dealing with the particular contractor deemed competent and capable of 
contract performance. 

It should be noted that progress payments, as provided in existing or in new 
contracts, may be made to replenish working capital funds for the contractor 
on a minimum basis commensurate with the contractor’s actual current pro- 
duction schedule requirements from time to time and the minimum inventory lead 
time for future production under scheduled requirements. 

It is hoped that this will clarify any questions you might have had concerning 
the policy and your cooperation is earnestly solicited in effectuating its accom- 
plishment. If, however, you have additional questions concerning this policy, 
I shall be happy to undertake to clarify them further. 

Sincerely yours, 
JAMES 8S. WILLIS, 
Brigadier General, USA Commanding. 


Mr. Forsyrue. You made the statement here that you read it as not 
withdrawing progress payments. 

The question is: How does the small-business man or any business- 
man read it out in the field? That is the complaint we have. As you 
have said here, the letter is open to different interpretations and debate 
on what it means, 

The point we are trying to raise here is the necessity for a very care- 
ful wording of any letters that go out so that this type of rumor does 
not get started and this interpretation does not take place. 

Mr. Bacuman. You understand, of course, that I am not speaking 
for General Willis. Iam sure he can speak for himself. 

Mr. ForsyrHe. Would you agree that the letter was one that could 
cause some concern among small business? 

Mr. Bacuman. Yes. I felt that the letter was a little out of line 
and it should be corrected. 

Mr. Forsyrue. If you will introduce the copy of the corrected letter 
in the record, we will put this one in the record so we will have both 
of them. 
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A copy of the letter dated December 21, 1953, signed by Brig. Gen. 
James S. Willis follows :) 
SIGNAL Corps SUPPLY AGENCY, 
Philadelphia, Pa., December 12, 1953. 

GENTLEMEN : It is the policy of this Agency to advise you from time to time as 
to major changes in regulations and procedures which affect Government pro- 
curement, In furtherance of this practice, it is proper to let you know that the 

thority of contracting officers to grant progress payments in contracts has been 
withdrawn, Progress payments as involved herein are those payments made to 
a contractor as work progresses under a contract upon the basis of cost incurred, 
percentage of completion accomplished, or a partial state of completion. 

The purpose of this action is to minimize certain financial: risks incident to 
progress payments. It is also one of a number of actions being taken to decrease 
the expenditure of public funds and keep within the national-debt limitation of 
$275 billion. 

In the future, contracts will be awarded to the maximum extent possible to 
those qualified contractors who possess adequate resources to finance perform- 
ince under resulting contracts with funds of their own or available from private 
sources without Government assistance. 

The flexibility in judgment for considering exceptions to the above policy has 
been reduced to a very minimum. Any requests for deviation will be questioned 
severely on a case-by-case basis. 

This Agency does not intend by immediate overt action to stop progress pay- 
ments as provided for in some of its current contracts. However, it is incumbent 
upon all contractors concerned to take prompt steps to reduce or liquidate their 
need for this type of Government financing at the earliest practicable date. 

In the past you have supported readily those actions which required the 
mutual participation of industry and the Government to provide the desired 
effectiveness. It is felt you will respond favorably in this instance, also, and for 
this cooperation the Signal Corps is most appreciative. 

Sincerely yours, 
JAMEs 8S. WILLIs, 
Brigadier. General, USA, Commanding. 

Mr. Bacuman. I might say internally that the Army also issued 
a couple of pieces of paper that they might want to introduce, and 
I think Mr. Daly has some extras here for that purpose. One of 
those, which was somewhat motivated by the December Philadelphia 
letter, is a memorandum dated January 12 from the then Deputy 
Under Secretary of the Army to the Assistant Secretar y of the Army 
for Materiel, and that was followed up by a circular’ issued by the 
Chief of the Procurement Division, G-4, which went down the same 
line. I think, to complete your pattern, you probably should have 
both of those. 

Mr. Forsyrne. All right; we will take them and put them in the 
record. 

Mr. Bacuman. One is identified as January 12, 1954, and the other 
is January 25, 1954. It is identified as G-4/EL-2498. 

We will produce both of them. 

(The documents referred to appear in this record as Appendix 2, 
p. 476.) 

Mr. Forsyrue. Is there any way we can get a breakdown of these 
progress payments in the hands of the small-business concerns? The 
Air Force has brought in a breakdown on those. Can the other 
services provide on ? 

Mr. Bacuman. I asked about that. We found at AMC somebody 
had a list of small-business concerns which is where these numbers 
came from. Army has no similar list. It can be done by tracking 
down the contracts by name. 
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In Navy it would be the same problem plus the fact that I know of 
no central listing. It can be done. 

Mr. Graeme C. BANNeRMAN (Assistant Director, Procurement 
Division, Office of Naval Materiel). It can be done, Mr. Forsythe. 

Mr. Forsyrne. On the directives themselves, referring to the one 
dated October 30, 1953, paragraph ITI, entitled “Policy”:? To insure 
procurement in policies and forms. Do you have that uniformity yet? 

Mr. Bachman. You are speaking of progress payments / 

Mr. Forsyrne. I am speaking of paragraph II] of your directive, 
October 30, 1953, where it says: 

The purpose of this directive is to establish basic contract financing policy for 
the Department of Defense to assure proper uniformity in policies, procedures, 
and forms. * * * 

Mr. Bacuman. In the field of progress payments I think the best 
answer I could give is that I do not know. The particular form of 
financing has long been in the contracting process. There are a lot 
of contracting officers, and I do not find myself in a position where I 
could say with any assurance that they are uniform in their practice 
throughout. I just do not know. 

Mr. Forsyrue. Can we find out? 

Mr. BacumMan. We are hoping to find out. 

Senator Gotpwarer (presiding). How soon do you think it will be 
before you know ? 

Mr. Bacuman. Senator, there are a lot of contracting offices, and 
I would rather not guess on that. 

Mr. Forsyrue. Is financing and procurement tied up together, or 
are they separate? In your directives it seems to me they are separate. 

Mr. Bacuman. They are somewhat intermixed and somewhat sepa- 
rate. Let me put it this way. In advanced payments and V-loans, 
approvals are at 3 central offices in the 3 departments. On progress 
payments they are still in the field offices. 

1 The following information was subsequently supplied : 

OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 


Washington 25, D. C., May 18, 1954. 


Hon. HOMER FERGUSON, 
Chairman, Military Procurement Subcommittee, 


United States Senate. 


DEAR SENATOR FERGUSON: During Mr. John Bachman’s testimony regarding progress 
payments, he stated that he would obtain, if possible, certain figures from the Army, Navy, 
and the Air Force. These are enclosed. 

Sincerely, 
RICHARD LENNIBAN, 
Small-Business Adviser. 


PROGRESS PAYMENTS 


Analyses made by Army, Navy, an 
ments, not including those on ¢ 


1 Air Force, show the following, at Dec. 31, 1953, on progress pay- 
mstruction contracts 


| 
; | 
Navy | 


Army Air Force 


Number of all contractors with progress payments _- J 
Number of small-business concerns with progress payments 
Small-business percentage of contractors with progress payments 

percent 
Number of all contracts with progress payments -. 


Number of contracts, With progress payments, held by small-busi- | 


ness concerns - . 
Small-business percentage of contracts with progress payments 
percent 


328. 


2 Directive referred to appears on p. 


433 | 
300 


69 | 
682 


401 


59 | 


400 


252 


63 
1, 055 


420 
163 


39 
1,049 
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Senator Gotpwarer. Getting back to my question, this directive was 
put out the 80th of October last year. Do you feel that sufficient time 
has gone by that you should know — it is going on in these various 

ontracting offices? Will it take a year, or what “will it take? 

Mr. Bacuman. It would take on to a year than anything else, 
[ suspect. With the volume of business that goes on, Senator, you 
don’t find out overnight just how everybody is doing his business. 

Senator Gotpwarer. I believe you mentioned you have eight-hun- 
dred-and-eighty-some contracts which you broke down. 

Mr. Bacuman. That was contractors. 

Senator Gotpwater. I don’t quite agree with you that it should take 
a year. That is probably beside the point. I think enough time has 
gone by now so you should be able to tell whether you are tended in 
that direction or you reached that. 

Mr. BacuMan. One way you tell is when things break out and some- 
body hears of something that is wrong. 

Senator Gotpwater. That is too late. That is a hard way to find 
it out. 

Senator Frrcuson. That is a dangerous way. 

Mr. Bacuman. It is not always too late. 

Senator Gotpwarter. It shouldn’t occur. 

Mr. BacumMan. Perhaps I misunderstood. There is this much uni- 
formity, that where a contract fits the progress-payment pattern, the 
Army and the Air Force have a standard form of contract, the Navy 
has several that are somewhat the same and semistandard within the 
Navy. The percentages of cost that form the basis of this kind of 
pregnee payment had been some 3 years ago uniformly about 75 per- 
cent, going upward with the circumstances ‘of the case. 

Where direct labor and material is the basis the standard has been 
90, which is the Army pattern today. 

Mr. Forsyrne. Have the Army, Navy, and Air Force issued any 
directives either in support or implementation of the October 30, 1953, 
directive ? 

Mr. Bacuman. Yes, they have. 

Mr. Forsyrue. You will give those to us for the record ? 

Mr. Bacuman. We have quite a stack of them that we can provide; 
yes. 

(The documents referred to appear as appendix 2 (a), beginning 
p. 478.) 

Mr. Forsyrne. Are those basic directives that the three services 
have? Do they act to get a uniformity in policy? I assume you 
looked at them all. 

Mr. Bacuman. They are substantially the same. The words may 
be a little different here and there. 

Mr. Forsyrne. So they have gotten out some directives on this and 
given some instructions that are definite. 

Mr. BacuMaN. That is right. 

Senator Gotpwater. I want to get back just a moment to my origi- 
nal question. 

This directive states that the policy is to establish basic contracting 
financing policies for the Department. Do you feel with your experi- 
ence that this is substantially accomplished? Is it 50 percent, 60 
percent, 20 percent, or what is it? 

Mr. BacuMaNn, That is a difficult question, Senator. 
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Senator Gotpwater. I don’t agree with you. I don’t think it 
should be a difficult question. Putting out a directive is not the 
answer to anything. 

Mr. Bacuman. I agree with that thoroughly. 

Senator Gotpwarer. If the directive is followed, if it is a sound 
directive, then I think that you and small business would certainly 
know if it is working within 6 or 8 months. 

Mr. Bacuman. I would say of the percentages you gave—I think 
you said 50 and 80—I would say it would be somewhere in that range. 

Senator Gotpwater. I don’t want to pursue this. I don’t want to 
seem critical. 

Mr. BacuMan. With a great variety of situations, to say what is 
proper and what is not proper uniformity is also a difficult question, 
dealing countrywide in a great many forms of transactions, and rigid 
uniformity in such a situation would be going too far unless there 
was a divergent uniformity by patterns. 

Senator Gotpwater. This is a broad directive. I do not want to 
pursue this any further. I do think that any department of the 
Government should be able to determine in at least 6 months’ time 
whether or not a policy is being followed. 

Mr. Bacuman. We think it is working pretty well. 

Senator Frrcuson. There is a little difference there between being 
followed and working. 

Mr. BacumMan. I say it is working pretty well. 

Senator Frereuson. But what do you say about it being followed? 

Mr. BacumMan. The same. Subject to the qualifications I made 
that rigid uniformity would be stultifying. 

Mr. Forsytue. Do you find a desire to make progress payments in 
the case where business needs them or is it a fact that a business which 
asks for a progress payment will have a stigma attached to it? If 
you have 3 contractors coming in and 1 needs a progress payment— 
we will assume that he has the low bid, you think you can get the 
product a little bit cheaper from him—there are 3 or 4 others that do 
not need progress payments, does the fact that 1 needs a progress 
payment have anything to do with the awarding of the contract? 

Mr. Bacuman. It shouldn’t. On the 17th of March, 1952, the 
Army, Navy, and Air Force issued joint regulations, which I do not 
have here. That set of joint regulations had the point in it. It was 
issued with the approval of ot Assistant Secretary of Defense (Comp- 
troller), and in it there is a paragraph which is on the point you 
mentioned, Mr. Forsythe; and that paragraph says, in essence, that 
if there will be a benefit to the Government, such as price, then the 
need for a V-loan, progress payment or advance payment should not 
deter the making of the contract. That has been the common line for 
a long time. 

Incidentally, that is restated in about the same form in this Army 
January paper I mentioned specifically on progress payments. 

Senator Ferevson. You would think that that would be the kind 
of a directive that should be obeyed. 

Mr. Bacuman. That is right. 

Senator Frerevuson. So that in another case, if we have a large busi- 
ness concern and a small one under consideration and price is about 
the same and it looks like the small business and the big business 
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could deliver about the same time, under the same schedule, accord- 

¢ to this joint regulation and your directives, the fact that the small 
isiness would need a progress payment should again be no deterrent 
factor to that business getting a contract. 

Mr. Bacuman. That is correct. 

Senator Fereuson. That would then go to whoever makes a deci- 

on. Does the contracting officer in the field make that decision ¢ 

Mr. Bacuman. If the decision is one in which the contracting office 

in act without upstream review; yes. If there is upstream review, 

t would be in that line, and those lines vary. 

Senator Ferguson. How long would it take him to get review ? 

Mr. BacHMAN. Senator, you are asking me there, in the contracting 
process I am sure it would vary with the situation. I do not know. 

Senator Frreuson. Is there anybody here who does know? Who 
should know ? 

Mr. BacuMan. None of the people who are with me. 

Col. F. C. Quintin (G—4, Department of the Army). On review of 
the contracts, depending on the complexity—I know some that have 
been cleared verbally over the telephone, the answer obtained within 
a matter of hours; others, extremely complex, have taken days and in 
some cases several weeks. 

Mr. BANNERMAN. In the Navy practice there would normally be no 
review in the vast majority of cases. In the Navy practice in the 
predominant number of cases there would be no necessity for review. 
The contracting officer would have the authority to act himself. 

In those cases where the ratio of progress payments that was being 
sought would require a review, the review would be very quick. 

Mr. Forsyrue. In line with that, on page 2 of this directive, Mr. 
Bachman, paragraph (f), at the bottom of the page, it says: 

If a disagreement arises between the financing office and the interested pro- 
curement activity in any department as to whether, to what extent, or in what 
form, financing should be furnished, the matter will be referred immediately to 
and resolved in the higher echelons of authority responsible respectively for 
financing and procurement functions * * *, 

In line with that paragraph, who, as a matter of practice, would 
make the decision? Would that be you or your Board or your com- 
mittee? 

Mr. Bacuman. No. That was put in in an earlier form of this 
paper issued October 14, 1950. Its primary intent was with the pro- 
curement in one segment of the military department and the approval 
of the financing of advance payments and V-loans in another segment ; 
if this disagreement should arise, this was prescribed as the method 
of resolving disputes. 

Actually I think there have been at the most a bare handful of inter- 
section disputes, and like a great many things reasonable people dis- 
cussing issues worked them out. 

Mr. Forsyrue. For the small-business man who comes in and needs 
progress payments on the contract he is bidding for, who makes the 
final decision as to whether or not he is going to get the progress pay- 
ment? 

We will take where there are no extenuating circumstances. It 
looks like he will be able to meet the delivery schedule, his facilities 
are good, his shop is in good shape, and the contracting officer feels 
he could perform if he had the progress payments. Who decides? 
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Mr. Bacuman. The person who has the authority to approve the 
contract, whoever that may be. 

Mr. Forsyrne. Would that be the contracting officer ? 

Mr. BacHMAN. Quite often. 

Mr. Forsyrue. Who else could it be? 

Mr. Bacuman. It could be anybody in the contracting line who was 
called on to review the contracting oflicer’s recommendations. 

Mr. Forsyrure. Who would it be in your shop? 

Colonel Quiniin. It would come in to the Chief of Procurement, 
if it came to our level, and if necessary, to the Assistant Secretary for 
Materiel. 

Mr. Forsyrure. How about the contracting officer out in the field? 
Does he make a decision? Has he the authority ? 

Colonel Quintin. Within certain limits he has. 

Mr. Forsyrne. What are the limits? 

Colonel QuiNuIN. There are different monetary limits within the 
technical services. They in turn delegate it down to their contract 
ing officers, the limits on which they can approve the contract. It will 
vary with the different technical services. It will vary with the over 
all staff that may be available to that contracting officer. When it 
gets into an extremely large supply contract, it will come up to us. 
From $5 million to $25 million it comes to our service, 

On a large supply contract the head of the technical service will have 
authority. 

Mr. Forsyrne. How. about the Navy? 

Mr. BaAnNERMAN. In the great preponderance of the cases it would 
be the contracting officer. The only cases to be reviewed beyond the 
contracting ‘oflicer would be those where an unusually large rate of 
progress payments was being sought, in which case the review would 
be jointly by the contracting line and the Comptroller’s Office, the 
Comptroller of the Navy. 

Mr. Forsyrur. How about the Air Force? 

Mr. McMurray. The contracting officer recommends an amount 
and it is reviewed in the financial section of the Air Materiel Com- 
mand for adequacy or inadequacy. 

Mr. Forsyrue. We have another directive on February 12, 1954. 
Am I right in assuming that this one was put out to clarify the one 
in October ? 

Mr. Bacuman. It was put out more particularly to clarify a con- 
siderable amount of publicity that came along and to definitely say 
that it hasn’t been the policy of the Department of Defense that 
the proper use of progress payments should be stopped or unrea- 
sonably curtailed. 

Mr. Forsyrue. Would it be reasonable to assume that this came 
as a result of a letter like General Willis’ and some of the other con- 
tracting officers that might not want to make a progress payment 
in view of the uncertainty that supposedly arose / 

Mr. Bacuman. I know of no letters except the one that was men- 
tioned. It was intended to clear the air generally, that is right. 

Mr. Forsyrue. On page 1 it says: 

However, higher percentages that may be found necessary in individual cases 


may be provided with the specific approval of the head of the procuring 
activity * * *,* 


* Department of Defense memorandum of February 12, 1954, p. 327. 
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When you say the approval of the head of a procuring activity, 
hich head is that? Is that the head on a local level or here in W ash- 
ngton or in a district or region or where? 
Mr. Bacuman. You can generally say, I think, that it would be 
the office of the Chief of Ordnance and any other technical service of 
Army. It would be the head of a Navy bureau or purchasing ac- 
tivity and in the Air Force would be the Air Materiel Command. 
Mr. Forsytue. That is the level at which the procuring authority 


Mr. Bacuman. Yes. 

Mr. Forsyrue. Here again, in this directive in the last paragraph 
it says: 

In order to eliminate public misunderstandings, and to clarify understanding 
of policies pertaining to progress payments, it is important that the substance 
of this memorandum be disseminated very promptly to all personnel concerned 
vith the making of contract provisions for progress payments based on costs, or 
with the administration of such progress payments. It is requested that copies 
of implementing instructions be furnished as soon as possible to the Assistant 
Secretary of Defense (Comptroller) and the Assistant Secretary of Defense 
(Supply and Logistics). This memorandum is intended for interim guidance, 
pending the issuance of contemplated comprehensive regulations governing 
all progress payments. 

You say you have received the implementing instructions that are 
called for in this memorandum ? 

Mr. Bacuman. That is correct. 

Mr. Forsyrur. And they are satisfactory as far as your com- 
mittee and the finance committee is concerned ? 

Mr. Bacuman. Yes. 

Mr. Forsyrne. It is your belief that the misunderstandings that 
have occurred have been cleared up or at least are in the process? 

Mr. Bacuman. That is our hope. 

Mr. Forsyrue. What does a man have to show in requesting prog- 
ress payments, what are the requirements or the criteria, he is asking 
for money, how does he justify the request? Does he have to show 
that he cannot get a loan from a bank or any of the other procedures 
that a small-business man has to go through to get a loan from the 
Small Business Administration ? 

Mr. BacuMan. So far as the Small Business Administration goes 
the preference here is strictly to private financing. I would say that 
it would be out of bounds to say that he should go on another circuit 
to undertake a loan from another part of the Government. 

Mr. Forsyrue. I am just using that as an analogy. Does he have 
to show you he cannot get financing from any other place? 

Mr. Bacuman. The word “reasonably” is the keyword in here. I 
think on the February paper if the contracting officer does what he 
is supposed to have been doing for a long time; namely, make fairly 
certain that the recipient of the contract will have funds from some 
source to follow through, he would first say, “Well, now, is this in 
your situation and on facts provided something that your bank can 
comfortably take care of and will do so?” 

Likewise, on the V-loan, and a good deal of that is local admin- 
istration. 

Mr. Forsytue. But what I am trying to find out is if there is any 
uniform policy as to forms or whether the man has to present to 
the contracting officer to whom he presents it, whether he can get 
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private financing or whether he cannot or why he is asking for prog- 
ress payments. 

Mr. Bacuman. All of the services, entirely apart from progress 
payments, have a system called generally the preaward survey, in 
which all of these things we are ‘talking about—progress payments 
or no progress payme »nts—should be in some form in the contracting 
officer’s hands, primarily so that he knows as best he can whether he 
is going to have @ responsible contractor who will not go broke in 
the performance of the contract. 

Mr. Forsytie I asked you before and I want to ask you again 
whether or not the fact that a man does need a progress payment, in 
your estimation or to your knowledge, casts a stigma upon him as 
far as getting the contract goes? Is he treated equally ? 

Mr. Bacuman. To the best of my knowledge he is, and he should 
be on the regulations. 

Mr. Forsyrue. So if any cases ever come up where it is found that 
he hasn’t, that would be an error, in your opinion ? 

Mr. BacuMan. That is correct. 

Mr. Forsyrne. In the Navy Negotiation Handbook on Progress 
Payments there is one test, and I wonder if that is still being used. 

It says: 

In examining the particular case the negotiator’s basic concern is whether 
or not the Government will realize a benefit from allowing progress payments. 


Is that one of the considerations still in existence ? 

Mr. Bacuman. I should think so. Price is one factor. If you 
pinned it down te its elements and it was a tossup between small 
business and somebody else, I should think the small-business policy 


would enter in there too. 

Mr. Forsyrue. I have alveady asked for a breakdown on the amount 

of progress payments in the hands of small business, which the agency 
said they would get. The Air Force has already provided us with 
some statistics on that. 

Mr. Bacnman. I should say there that in the field of construction, 
which I have mentioned, progress payments are uniformly provided, 
but there are no centrally tabulated figures even by name that I know 
of that would give you that. 

For example, the Army has a composite figure of about 1,800 con- 
struction contractors working under progress payments at the end 
of 1953. 

I would hope we would confine ourselves to the supply line. You 
could say this for construction: That the small concern and the large 
concern all would have progress payments, and how many small busi- 
nesses there are would depend on how many small-business concerns 
there were active in construction at any given time. 

Mr. Forsyrue. I have one last question, a general one. What was 
the main reason for the directives last fall ? 

Mr. Bacuman. You are referring to the one of the 30th of October? 

Mr. Forsyrue. The 30th of October, the one that necessitated the 
one in February; yes. 

Mr. Bacuman. In relation to the order of preference? 

Mr. Forsyrue. That would be one thing. 

Mr. Bacuman. Some indications that progress payments were 
being a little overused. 
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Mr. Forsyrue. How do you mean overused ? 

Mr. BacuMman. Percentages a little high, handed out perhaps 

duly automatically. 

Mr. Forsyrue. Is it as easy now to get a progress payment for a 

eritorious claim ? 

Mr. Bacuman. I think so. 

Mr. Forsyrue. Is the priority list the same as listed in the October 

) directive on financing? Was that the same order that was used 

efore in the other directives? 

Mr. Bacuman. No. The order as between guaranteed loans and 
progress payments was changed. But from the 14th of October 1950, 
carrying through this paper, it also has that rather broad qualification, 

cognizing that there will be exceptions in specific cases and classes 
of cases. 

Actually, the progress payment and the V-loan remain pretty close 
together. 

Mr. Forsyrue. A question has been raised here, Mr. Bachman, that 

talking about guaranteed loans your joint regulations say that 
financing through guaranteed or direct Government loans or ad- 
vanced payments should be made available to a supplier in cases where 
(1) the production or service is essential and (2) no alternative 
source is readily available. 

If you cannot meet those two criteria, how are you going to meet 
the criteria for a progress payment which is later a preference? 

Mr. Bacuman. Those criteria have worked in practice. There was 
ome commotion about the application of it; no alternative source 
readily available without prejudice to the national-defense standard. 

The Congress last summer, in the 1953 amendments to the Defense 
Production Act, provided that no small-business concern should be 
held ineligible for a V-loan on the ground of availability of alterna- 
tive sources. That is included in this October 30 paper and was one 
of the reasons for the revision. 

Mr. Forsyruer. Its release ? 

Mr. Bacuman. Yes. 

Mr. Forsyrue. That is all for now on progress payments. 

We have package procurement now, which is the next subject. 

Senator Frereuson (presiding). Those who are going to take up this 
matter, I think you had better sit at the table. 


STATEMENT OF BRIG. GEN. J. B. MEDARIS, CHIEF, INDUSTRIAL 
DIVISION, ORDNANCE CORPS, DEPARTMENT OF THE ARMY 


General Meparis. I think I will be the only witness, Mr. Senator. 

Senator Frreuson. Will you proceed to explain the packaging prop- 
osition and how it will affect or not affect small business in getting 
contracts. 

General Meparts. Yes, sir. The matter of the so-called packaged 
procurement, I believe, has been perene up as a key name for a process 


that is not new. It has always been necessary in our procurement to 
determine what part of a finished and completed item should be 
bought in one contract and what part might better be purchased by the 
Government separately and supplied to the contractor who would 
finally assemble the item. 





342 MILITARY PROCUREMENT PROGRAM, 1954 


In each case of a new item it is necessary to make that determination, 

As a result of that determination, we have certain parts which are 
known as Government-furnished equipment or Government-furnished 
parts that do not enter into the contract of the final producer, but will 
be supplied to him by the Government without cost and he incorporates 
them in his assembly of the final item. 

Senator Fercuson. That doesn’t necessarily mean that the Govern- 
ment has manufactured it. 

General Meparis. No, not at all, sir. In fact, it has nothing to 
do - 

Senator Fercuson. It has nothing to do with that ? 

General Meparis. That is right. 

Senator Frercuson. They acquire them ? 

General Meparis. It is simply a question of acquiring them under a 
separate contract without the manufacturer or the assembler of the 
final item having responsibility for getting them or for their quality. 

About a year and a half ago, in an examination of our costs of 
administration and the number of people required to handle our con- 
tracts, the Army arrived at the conclusion that we had an excessive 
amount of small items being purchased by the Government and sup- 
plied in that fashion. It meant a greater number of contracts to 
administer, a greater number of separate payments to be made and a 
regulating function to assure that the separately purchased items came 
in to the contractor at the right time and were available for the final 
assembly. All of that cost money in the administrative area. 

While there never was and is not now any intention of doing away 
entirely with the question of Government-furnished parts or equip- 
ment or pieces, it was felt at that time that we could profitably examine 
that area, particularly with respect to items of relatively minor costs 
which required no special Government facilities for their m: nufacture 
or, if they did require such facilities, that they were minor, with a view 
to transferring to the prime contractor the responsibility for procure- 
ment of some more of those minor items, and thus reduce the Govern- 
ment’s cost of administration. 

The review was made rather generally across the entire ordnance 
field of procurement, but the most fruitful field of application was, 
of course, in the field of ammunition, where we have the final assembly 
process being handled by loading line contractors who have not tradi- 
tionally procured any of the major pieces and who still cannot procure 
the major pieces because of their interchangeability between various 
loading lines, and the necessity of controlling our inventory of parts 
nationally. 

We did, however, find that there were many items used only at the 
loading line, and rather generally available, and of comparatively 
minor cost value as related to the end item, where the costs of regu- 
lating the flow of them into our loading plants were believed not to be 
justified and where it was felt that the loading plant operator, the 
commercial concern operating the loading plant ‘under contract, could 
more efficiently procure those items in accordance with his current 
needs. 

For example, in what we may call the field of soft goods, soft goods 
items that are associated with ammunition particularly in the field of 
containers, packaging material, gaskets, minor supplies that are re- 
quired rather in the sense of supplies to the loading line rather than in 
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sense of integral and highly controlled parts of the finished piece 

ammunition, we had no reason to believe they could not be more 
ficiently transferred to the loading plant contract, procured in the 

rmal purchasing procedure by that operator and he then, having 

e responsibility for regulating the flow into his inventory. 

Of the hundreds of items that we had formerly furnished to the 

iding plants, we came out with about 50 items where upon the basis 
of that review it was obviously more economical to the Government 

) have them bought by the loading plant operators. 

Senator Frereuson. Percentagewise, what would you say the econ- 

my to the Government would be? 

General Meparts. It varies, sir, but it runs as high, if you can assess 

orrectly your administrative costs, it would easily run up in the area 

f 10 to 12 percent, higher than that in some cases. 

Mr. Stuuts. Were your ammunition boxes included in this, General ? 

(seneral Meparis. Yes, sir; they were. 

Mr. Sruuts. Let’s take, as an example, 50-caliber ammunition, your 

oxes. You give the impression perhaps that these are generally 

iilable sort of like a pencil or paper towels. Is it not true that in 
iat production of metal ammunition boxes for 50-caliber, there are 
nly 3 producers in the country, 2 of whom came in under Government 
rodding ? 

\ctually you had 1 old-line producer up in Brooklyn and then 2 
peop le came in with a emergency. So you have 3 producers of 50- 

liber machinegun boxes. 

Gonaeal Meparis. That is true. 

Senator Frereuson. Is that a metal or a wooden box ? 

Mr. Sruurs. That is a metal box. 

General Meparts. We might approach that problem in a slightly 

fferent area, which we have applied consistently in other fields, 

ould we say from the beginning? There are a number of more 
iarked and more spectacular cases in the automotive field, for ex- 
mple, where the Government has had to develop the sources of supply, 
mit still where rather than buying the items themselves the Govern- 

nent has then, in a sense, allocated those sources of supply to the prime 
ontractors, still allowing the prime contractor to buy the item directly 
ind thereby control its flow into its manufacturing process. 

Mr. Stutts. If we look into this, our entire strategy overall has 
been to keep multiple sources of supply, it seems tome. You try very 
hard to get multiple sources for these .50-caliber boxes. 

General Meparis. Yes. 

Mr. Struuts.. You had three sources. Now under the new policy you 
are turning that over to some 20 armories or loading lines, no one of 
whom will have any rightful consideration for keeping multiple 
sources, it seems to me. Each 1 of those 20 is going to get his best 
possible deal. It well may be that instead of 3 firms producing these 
boxes you have only 1. That is one consideration that seems to me 
maybe the Government should not abrogate its responsibility to keep 
multiple lines of supply going. 

General Meparis. The Government has not. We have not abro- 
gated our responsibility in that area any more than we have, for 
example, in the area of contributory parts and assemblies for tanks. 
Both systems are compatible. 


46619—54 23 
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It should be recognized that in practice in almost every case where 
this policy comes into effect we have a matter of a type of contract, 
generally speaking the cost-plus-fixed-fee contract, where our con 
tracting officer sits very closely on top of the purchases of the cor 
tractor and must assure himself constantly that he is making those 
purchases in consonance with economy and with the best interests of 
the Government, both. We get there into this same business of 
allocating a source of supply as has been done over a period of many 
years in other fields. 

' Mr. Sruurs. Specifically, it wasn’t too many months ago that I 
called up someone in the Office of the Chief of Ordnance and asked, 

“How come—when you withdrew, you first gave authority to the 
plans to procure these boxes and you then withdrew it.” Nonetheless 
Western Cartridge and 1 or 2 others went on through with it. 

I said, “How come they didn’t know about it and why can’t you 
step in and do something about it?” I was informed that this was 
such a minor or peanut piece at issue, it was relatively minor in cost, 
it is only a little bit of the item, and they were not going to bother 
sticking their necks into the prime contractor's business and get him 
all upset. 

General Meparis. I do not know who gave you that information, but 
I certainly wouldn't support it. That is not my view and I do not 
vithdraw my consideration from those things. 

Mr. Sruurs. How come you let Western ¢ ‘artridge go on when you 
knew that one line went out of business, one was under contract with 
Ordnance through the fall of 1954. You had one line go out of 
business. How come at that point you let Western Cartridge and 
another one of the loading lines—I forget which one—give a contract 
to an outfit which was already loaded up on ordnance business for 
another 6 or 8 months 4 

General Meparts. I will have to get you the specific details on that. 
I didn’t come prepared this morning with that particular case. I will 
be glad to furnish them to you.‘ 

Mr. Sturs. A second part generally was you were talking in terms 
of economies, and I think this subeommittee certainly would be in 
favor wherever possible, of getting the economies. The chief economy 
you can get, it seems to me, by not giving prime contractors in the 
packaging field such contracts is to get your inspectors out of their 
plants and let the loading lines do their own inspection and inspect 
only the finished goods as it is packaged. On the other hand, under 
the packaged-procurement process every 1 of these 3 producers of 
boxes has to go to at least 20 widely scattered plants and put in bids on 
some piddling amount here, a piddling amount there, a piddling 
amount elsewhere at various times. That certainly is going to add to 
the cost of the boxes. 

Furthermore, as has been told to me, you will allow the loading 
plants a percentage of profit on those components just as you do on 
everything. There is no reason when a loading business buys a com- 
ponent part, he should not mark it up. This has always been ac- 
ceptable, but it seems to me that the boxes then are going to be 


‘The information requested by Mr. Stults was subsequently furnished and appears as 
annex I on p. 348 
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ywramided up at eac h stage and the vw ill end up costing the Govern- 
ment perhi ips more than the \ do right now under the present system. 
Senator Frrevson. What is your experience, Genet ‘al, on cost ¢ 
General Meparrs. In the p laces where we have not developed cost 
ngs, we have declined to accept this pole v. We have either con 
nued with or returned to the separate procurement policy. But I 
ve there are a few misapprehensions in the analysis you have 
given. In the first place, our loading lines do not work ona per- 
tage of profit. They work on a fixed fee. That fixed fee is negoti 
L part of the contract negoti: ition and the matter of additional 
ane that they make may enter into their own direct overhead 
ts, but would not operate to change the fixed fee and has not so 
operated. 
second place, we are not dealing in any one of these items 
plants. In the case of the 50 caliber there are only 
it is used and sie t of those are Government opera 
other 2 are in private industry, fully owned and operated 
vate industry. 
enator Frerauson. How does the cost where you do the loading 
compare W ith the private industry loading ?¢ 
General Meparts. Sir, we do not run the loading. 
Senator Frrevson. I thought you indicated that you did. 
wondered. 
General Meparts. No, sir. There are four that are Government 
owned plants, but operated by private industry. 
Senator Frerevson. Just the real estate and the machinery are 
owned by the Government ¢ 


General Meparts. The other two are privately operated. We do not 
run the loading plants. They are all run under private industry. 

The other point of error that might come in here is the question 
of where the savings occur. |] will be elad to discuss the inspection 

‘oble paratel We can handle the i etl ‘oble } , 
pro nem separate y. e ¢ 1 handte the Inspection problem the Same 
under packaged procurement as under our own direct procurement. 


The real savings come at our administrative overhead level. It is 
not reflected in the budgetary end item cost. Where it is reflected 
in the maintenance and operation budget, the number of people that 
we require under that overhead, money allowance to handle our 
business. It is there in the administration of a Government contract, 
which is admittedly more complex than the administration of a private 
purcha se order, and the regulati Ing function for whic h we have to 
hs ave peop le to assure the flow correctly to each of the several plants, 
it is in that area that the major savings come along. 

Mr. Sruvrs. Continuing with this to its logical conclusion, con- 
tracts are going to get bigger and bigger for larger and larger com- 
ple xes of « equipment rather than breaking it down. You are going 
in ordnance to have less and less which is suitable to small Genes ss 
and more and more which will have to be handled by large business. 

General Meparts. I cannot recognize, sir—and I have watched _ 
very carefully—that this policy in the end can have any effect of 1 
ducing the number of items procured from small business. The dues 
tion comes down to whether we buy it or whether the contractor buys 
it. Even in our most complex contr: icts a very high percentage of our 
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financial costs filters down through the subcontracting area to smal] 
business, 

Senator Fercuson. Are all of these loading plants big business? 

General Meparis. Yes. They would have to be, sir, because actual], 
their employment in the loading plant alone would be enough. . 

Senator Frrcuson. More than 500 people? 

General Meparis. Yes, sir. In any one of those operations that is 
true. So it would necessarily rule them out of the small-business 
class. They don’t produce these things. They haven’t taken them 
over for their own production. It is simply a question of their 
buying them rather than our buying them as direct Government 
purchases. 

Senator Frereuson. On the average, how much does the loading 
plant manufacture of its own? 

General Meparis. Practically none. The loading plants are an 
assembly operation. 

Senator Frreuson. Just an assembly ? 

General Meparts. That is right. 

Senator Frereuson. So this doesn’t make any difference to small 
business ? 

General Meparts. That is my feeling, and I have watched it very 

‘arefully in its impact. The only place where there could be any 
diffe rence at all would be if we take and accept as an assumption that 
a loading-plant operator might buy those things from some larger 
business that could furnish them rather than from some smaller 
busine ss that could furnish them, but since our contracting officers 
ire ) Fespon sible for rigid supervision to assure that prices are held to 

ir most economical minimum, he will wind up having to buy them 

ut where we woul ls nyway because we have to do the same thing 
pr be governed by price. 

Mr. Struurs. On the other hand, in the .50-caliber field the 1 pro- 
ducer that is out of business is the 1 small business even thoug] 


{ th 


h from 
the facts that I have been able to get so far he was the low-cost 
producer on time contracts. 

General Meparis. As I mentioned before, sir, I do not know the 
details on that. I will have to get them. I do not know the date to 
which you refer, the time of this operation, but I will be glad to get 
the full details and furnish it to the committee.® 

Mr. Sruuts. Do you have any way of guaranteeing that the 2, for 
example, on .50 caliber, 2 of those prime contractors are completely 
privately owned and operated? Is there any way to keep them out 
of the cartridge-box business? Do you have any way to say, “This you 
may not do. You may not weld your own boxes. You have to buy 
them from established business.” 

General Meparts. That is right. They have to come on a cost basis. 
We have no way—and I should hope that we never have any way— 
whereby we can freeze out an economic and competent producer by 
some artificial imposition of conditions. 

Mr. Struts. Putting that the other way, you also have no way, 
then, of keeping your prime contractors from vertical integration so 
they can handle everything from nuts to bolts right on up through 
the packaged ammunition. 


The information was subsequently supplied and appears as annex I on p. 348 
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General Meparis. I would say that is correct, except where the re- 

rement leads into the field of Government-furnished equipment. 
\t this point, of course, we do have the ability to say we will not 

rnish this to you and here is a better offer and a better place where 
e will furnish it. So long as it does not require any Government- 
furnished resources, it comes down to a question of cost. 

Mr. Forsyrue. A moment ago you stated in the long run it wouldn’t 

irt small business. Do you have any doubts about the small hole 

d small run ¢ 

General Merparis. No. I mean across-the-board it is merely a 

estion of the source of their business. I think I would like to add 
there, too, that it would seem to me there is a certain advantage to 
small business in this method in view of the fact that the supplier is 
relieved of some of the unquestionably burdensome details of admin- 
tration of a Government contract. 

Mr. Sruurs. On the other hand, you must bid in this one case with 
6 people rather than with 1. He must bid for each one on the average 

one-sixth of the quantity he might be bidding on from you folks. 

Instead of saying, “I can produce 200,000 boxes a month at $1,” he 
would have to go to plan A and say, “If I get this bid of 20,000 a 
month, it will cost me $3. On the other hand if B and C also buy my 
boxes and I can produce then 150,000 boxes a month, the price will 


be $2. 

He has absolutely no way of finding out until each one of these 
things falls into place what his production will be and what his price 
will be. ‘To protect himself against that uncert: uinty he must jack 
his price up pretty high, to protect himself against just having thirty 
or forty thousand boxes a month rather than his normal output of 
200,000 a month as an example. 

General Merparts. It seems to me your reasoning is inconsistent, 
if I might put it that way, because in 1 case you are talking about 
the question of trying to preserve more than 1 and in the other case 
you are at the point of higher volume at less cost. If he prices him- 
self out the market, we won’t permit that. Again we come back to 
this intermediate method which has been used for a long time in some 
cases where the retention of sources of supply is impor tant and where 
they are limited to the allocation of produc am quantities. 

In effect, we have successfully in a few cases made Government 
contracts, open-end contracts, and let the loading plants call against 
those when we have to assure that certain sources of supply are used. 
There are a half dozen ways to do it. But I can assure you that in 
no case do we allow the cost to be more than it was previously. If 
there is any tendency toward that end, then immediately this thing 
is recanted and we move back into the other area and readjust our 
requirements. ‘There is a constant supervision over the cost element 
of this program, but on the assumption that it can be done at the same 
or lesser cost, there is a very definite saving to the Government in 
administrative costs and in the number of people required to handle 
our contracts. 

Senator Ferauson. You then do find that contractors can subcon- 
tract at less cost than the Government could procure the same item. 

General Meparis. Not generally at less cost on the purchase order 
or contract, sir, but they do not have the expense for administration. 
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Senator Ferguson. Less cost to the Government. 

General Meparis. That is right. In these minor items. When 
you get into the bigger items that require a greater degree ot inspec- 
tion, administration, and acceptance anyway, then that condition 
does not rule. 

Senator Frercuson. That is all, General. 

(Following information subsequently supplied by Ordnance ( OKs, 
Department of the Army: 


ANNEX 1 


>» HEARING HELD BEFORE SUBCOMMITTEE ON MILITARY PROCUREMENT OF THE 
SELECT COMMITTEE ON SMALL BUSINESS, APRIL 8, 1954 


1. Page 597, paragraph 3“: Mr. Stults has asked, “How come you let Western 
Cartridge go on when you knew that 1 line went out of business, 1 was under 
ontract with Ordnance through the fall of 1954?” 

(a) The purchase of boxes by the ammunition contractors is part of the 
employment of package procurement of component and packing materials de- 
signed to impose on the contractor the responsibility for procurement of all items 
comprising the end item on contract. Under this method the responsibility for 
administration, inspection, and scheduling of the secondary items is placed on 
iit mmiunition eoutractoil 

(b) Metal ammunition boxes were changed from Government-furnished ma- 
terial to package procurement effective September 1, 1953 Since that time 
the reduction in program requirements has caused the Ordnance Corps to review 
the entire matter of package procurement. Factors which caused this review are 
the possibility of higher unit costs because of lower requirements and the possi- 
bility of narrowing the production base caused when higher cost producers 
were necessarily eliminated from the program. Subsequent to the conclusions 
of the review, Ordnance Corps reverted back to Government-furnished material 
supply of metal boxes. 

(c) As to why procurement was not reverted to Government-furnished ma- 
terial sooner, it should be noted that in order to broaden the base and retain 
all producers the Government would have to pay more money to retain 


th nigher cost producers Since facilities for secondary items such as boxes 
can be developed in an emergency within the time necessary to obtain end-item 
production of major items at the loading plants, it is questionable how far the 
Government should go in subsidizing producers in order to maintain a broad 
base, In the interim, Western Cartridge Co., although a fixed-price contractor 
for ammunition who could have used their prerogative to procure boxes from 
one source without competitive advertising, did invite the three existing box 
facilities to bid. The quantity procured by Western was 88,000 boxes, the total 

which is less than the economical rate of any box facility during 1 month. 
Consequently, Government action to protect the base on such a small quantity 
would have been of little value. 

2. Page 602, paragraph 2°’: Mr. Stults has stated: “On the other hand in the 
50 caliber field the one producer that is out of business is the one small business 
even though from the facts that I have been able to get so far he was the low-cost 
producer on time contracts.” 

(a) We believe Mr. Stults has reference to caliber .30 field rather than 
caliber .50., 

(b) There are three existing caliber .30 box facilities, namely, Geuder, 
Paeschke & Frey, United Metals Box Co., and Emco Enamel & Porceiain Co. The 
ormer is large business and the latter two are small businesses. The first two are 
currently engaged in producing boxes, whereas, the latter has completed his 
contract. Emco Enamel & Porcelain Co. was 1 of the 2 low bidders at the time 

Government contract was placed with this firm in June 1952; however, on 
two subsequent invitations they were not the low bidder and consequently priced 
themselves out of business. 


Senator Frrevson. The next item on the agenda is the Air Force. 
I understand you are going to tell us about this gun heater. 


* See p. 344, par. 5. 
5b See p. 346, par. 12. 
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STATEMENT OF MAJ. L. R. GARCIA, DEPARTMENT OF THE AIR 
FORCE, ACCOMPANIED BY JOHN CANFIELD, CHIEF GUN SECTION, 
ARMAMENT LABORATORY, WADC; C. D. EMMONS, CHIEF SPECIFI- 
CATIONS BRANCH, WADC; E. J. GUJER, JR., INSPECTOR GENERAL, 
WADC; W. C. NEARING, CIVILIAN CHIEF, ARMAMENT SECTION, 
AMC; COL. J. W. RIGGS, ASSISTANT FOR FLYING SAFETY, MAIN- 
TENANCE DIRECTORATE, AMC; LT. COL. LEE R. KUNCE, CHIEF, 
ARMAMENT DISTRIBUTION BRANCH, AIR FORCE HEADQUAR- 
TERS; W. K. ARMOUR, MAINTENANCE DIVISION, WARNER 
ROBINS AIR MATERIAL AREA; AND A. C. PFISTER, MAINTENANCE 
DIVISION, AMC 


Major Garcia. In your annual report of the 2d session of the 83d 
Congress © you concluded after you had made a complete study of 
in Air Force procurement of gun heaters, that there were weaknesses 

our purchasing system. We have here this morning certain wit- 
nesses from the Air Force who are prepared to answer any and all 
questions the committee may have with respect to that particular 
tel. 

Senator Ferguson. What do you say about the conclusions ? 

Major Garcra. I think the Air Force is prepared to agree with 
you, Mr. Chairman, that in those areas there was laxity. 

Senator Frrcuson. Have you cured the error / 

Major Garcia. I have here Mr. John Canfield from the Armament 
Laboratory, WADC, Research and Development. We also have Mr. 
W. C. Nearing, who is from the Electronics Branch at AMC. 

On the UR system we have Col. John W. Riggs, Lt. Col. John W. 
Riggs, who is the assistant for flying safety, maintenance directorate 
at AMC. 

There are other people present in the event you may wish to get 
into their sphere of activity. 

One of your conclusions, Mr. Chairman, was that there was am- 
biguity in the specifications and the need for more careful drafts- 
manship in preparing these specifications. 

Senator Frrevuson. We get that not only in this particular case, 
by the way. This is one of the major complaints that small business 
makes, that the specifications are not sufficiently specific, so that they 
can be followed and produce the article desired or the article that will 
be accepted by Government inspection. 

Major Garcia. [ have Mr. C. D. Emmons here of the director of 
engineering standards of Wright Air Development Center and Mr. 
E. J. Gujer, Jr. 

Senator Frrauson. Have you cured the so-called defects in the 
specifications? Have you now got a specification that is sufficient to 
produce the article vou desire ? 

Mr. Canrtexp. I believe we have as a result of our agreement at 
the last hearing, because we have completely reviewed the specifica- 
tion in all details over and above that which was brought out at the 
hearing and we do think we do have a good specification now, 


®S. Rept. No. 1092, 83d Cong., 2d sess. 
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Senator Frercvson. What about the article that is being produced { 
Is it satisfactory under the new specification ? 

Mr. Canrrevp. Yes. The specification was put out in current pro 
curement contracts at the time of the hearing. The heater was changed 
to put a better wiring in. Those heaters have been produced. We 
do not have any field experience yet, but we have run some tests i) 
the laboratory on that heater and we think it goes far beyond the 
specification. The life now is adequate. 

Senator Fercuson. And it doesn’t burn out ? 

Mr. Canrieip. No, sir. We had one that went 1,600 hours on the 
gun in still-air tests, which was crucial. We put 99 hours on the 
heater. Ithink we have a heater that should last a normal service. 

Major Garcia. Mr. Chairman, as a result of your interest in this 
matter the director of legislative liaison asked that a full report be 
prepared for the committee on this very item. 

Senator Ferevson. Do you have it? 

Major Garcta. I havea copy. 

Senator Frreuson. We will make it part of our record. I do not 
think we want to print it in the record. It gets very expensive if you 
print it all. It will be part of our official record for reference." 

Senator Freravson. I would ask them—TI understood this was one 
of the items—about the cancellation of procurement for 15,000 addi- 
tional ANJ—4 heaters. Was that done or not? Does anybody know? 

Mr. Nrarine. I don’t recall the specific cancellation of a procure- 
ment. There were some requisitions in process at the time, and those 
requisitions were taken back and reviewed. 

Senator Frrauson. Then the next was: To rescind resume order 
dated March 1953 to Bobrich Co. Was that done on that? 

Mr. Neartnc. That was taken care of immediately. 

Senator Frrauson. What about the next item: Rewrite still-air 
test to explain meaning of no-damage clause ¢ 

Mr. Canrir ». That was rewritten in the new specification. 

Senator Fr .vuson. That was taken care of ? 

Mr. Canrieip. Yes. 

Mr. Forsyrne. Is that contained in this report ? 

Mr. CanrreLp. Yes. 

Senator Fercuson. The improved cord set ? 

Mr. Canrievp. That is now a part of the heater we have designated 
as J-4. 

Senator Frercuson. That has been taken care of ? 

Mr. Canrrevp. Yes. 

Senator Fercuson. Check the reporting system. 

Colonel Riees. At the time we knew that the UR reporting system 
was not quite what we expected it to be. We went to work on it. I 
have a number of figures and facts that I can give you as to what we 
have done about our reporting system. 

Senator Fereuson. Will you file those and make them part of our 
record, but not necessarily part of the printed record ¢ 

Colonel Riees. I can do that. I can give you a brief résumé, as 
well. 

Senator Feravson. Yes. Will you dothat? 


‘A report on the status of the J—4 heater for caliber .50 machine guns was submitted 
to the committee by the Department of the Air Force and is retained in the committee files. 
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(The document referred to follows :) 
STATUS OF UNSATISFACTORY REPORTS 


1. Enclosure No. 1 shows a trend in UR projects within the Air Force since 
December 1952 through February 1954. This chart indicates a tremendous back- 
g of UR projects in December 1952 which was occasioned in part by an expected 
ippage as result of decentralization in 1952. 
» Enclosure No. 2 is a chart showing the Air Force wide average age, in 
iys, of UR projects, by priority. This average age includes the total processing 
e in Maintenance, WADC, the contractor, or other sources of information. 
his is an average time and, as may be expected, some projects are completed 
considerably less than average while some naturally exceed this time period. 
iis enclosure is for a period from July 1953 through February 1954. There 
no records for this type data prior to July 1953. Indicated below the figures 
ry February 1954 is a percentage figure. This percentage figure is indicative 
f the fact that we are doing better than the standard on the most urgent items, 
with less emphasis placed on the less urgent nonsafety of flight items. Command 
tandard average age has been established as follows: Priority I, 20 days; 
priority II, 40 days; priority III, 30 days. <A longer standard has been estab- 
ished for priority II than for priority III inasmuch as past experience has in- 
icated that most of these items require considerable engineering effort, although, 
they may not be of such a nature as to justify priority I handling. 


Unsatisfactory reports 


Backlog 
Project | Total |-—— art > Vee 
estimate backlog Mainte- 


nance 


Unsatisfac- 
Month tory reports 


received ARDC | Contractor 


December 1952 
uary 1953 

bruary 1953 
larch 1953 

A pril 1953 

May 1953 

June 1953 

July 1953 

August 1953___- 

September 1953 

October 1953 4 
November 1953. - 

December 1953 

January 1954 

February 1954 


034 482 

636 567 | 
818 699 | 
820 711 

588 758 

976 764 

342 763 | 
434 621 

543 | 559 

703 432 

382 461 

389 415 

573 329 

531 

, 540 


2 BOND G9 29 > OO 09 ee GO GO 
AO IDwWwow 


be eh fh teh fet beh fet 
COS SO em OOOO 


“> 
bt ht et bet bet et ND OO OO On Or ST 


Arerage age in days of unsatisfactory report projects, by priority, closed during 
the month 


Priority I Priority I Priority III 


July 1953 51.7 | ». 3 46 
August 1953 23 58. 2 46 
Septem ber 1953. . 47.6 46 
October 1953 4 - 27 56 42 
Novem ber 1953. . - oe _ShiL sb bbdaceghiah 20. ¢ AS 38 
December 1953_- 29. 8 i 39 
January 1954_- § 36 COS 32 
February 1954 ‘ ) 34 34 
Percentage of standard for February. 2 | f 88 


Colonel Rices. Our system was weak as was pointed out by your 
committee, sir. We included the handling of UR’s in our decentrali- 
zation program. That simply meant that the technicians that handle 
the specific UR in that area was geographically moved to one of our 
units that was primed for the article. That enabled the man to be 
on the scene. The Wright Air Development Center also assigned one 
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of their technicians to the geographical area. It stopped us from a 
great deal of our paper millwork. It placed the people together 
around the table, around the problem. It enabled them to do much 
more work and get much more fixes or solutions in a smaller amount 
of time. 

As an example, our time for our priority 1, 2, and 3 UR’s is now a 
matter of 20 and 40 days. We are exceeding that in the first category 
125 percent, the second category 118. The third category 8 percent. 
Phe third category is the incidentals. That is the lesser priority of 
our work. Where we have made great strides in that area, is in the 
first two categories. As of last fall we have also embarked on a 
product improvement program. It will still improve the improve 
ment we have realized thus far. The product improvement will take 
care of unsatisfactory reports, our teardown efficiency and our mate 
rial failure reports. By doing that we will then center all of our 
critical reports, not only the U *R’s, as mentioned by your committee, 
but the other two legs of what we term a product-im provement pro 
gram. In that way we feel that not only the area that you brought 
up but with the other two tangents to the problem, we are very much 
on top of the situation. 

Senator Fercuson. Does this same thing apply to any other article 
besides this heater ? 

Colonel Riees. It applies to everything that we have that comes in 
on an unsatisfactory report. It could consist of a tire, of a wing, of 
an aircraft, a truck, a desk, anything that comes under our unsatis- 
factory report classification. 

Senator Frereuson. So it covers all the items? 

Colonel Riees. Very, very broadly, sir. 

There is another thing I think you might be interested in. By do- 
ing this and by mechanizing this system, we anticipate that our costs 
for the entire program will just take a nosedive down in relation to the 
results we get. By “costs” I refer not only to the cost of a technician 
doing the work but I refer to the number of technicians we have, the 
number of people, our paperwork, our handling of it, our administra- 
tive work. 

The second most important items, as we see it on the cost, will be if 
we can save by obtaining a fix in 2 to 3 weeks. If we can save one 
aircraft at two-and-a-half to three million dollars, we think that is 
quite a saving. 

Senator Fercuson. That is really a saving. So, anything else you 
want to put in the record now ? We will make that part of the 1 ‘ecord. 

Colonel Riecs. We are very proud of our product-improvement 
program, as you probably can gather. 

Major Garcra. Mr. Chairman, I think you have given us a definite 
guiding light in this particular area, and I think the committee has 
more than justified its interests in this particular case, and I have 
certainly been impressed with the way corrective measures were taken 
because I have watched it over the past year. 

Senator Ferevson. We appreciate those remarks. This is one of 
the cases I remember sitting through and it was a very troublesome 
matter. Some of you gentlemen who are here were here on that occa- 
sion. It was one of those troublesome matters. I am glad it has 
worked out and we appreciate your filing this report. 

Is there anything else ? 
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Mr. Forsyrne. I don’t want to get into it, but I want it in the 
ord, that I assume from your comment that you feel that the other 
itter discussed at the committee sessions last year concerning the 
iperature control on the heater is either not practical at this time 
you are not going forward with that; is that correct ¢ 

Mr. Canrietp. That is right. We agreed to look into it and we did. 
believe some of that is in the report there. We conducted quite an 

alysis and we were able to get wire which at the time of the hearing 

e didn’t know existed. We do think for economy and reliability of 
peration the heater is entirely satisfactory now. 

Mr. Forsyrue. Major, have you any of your procurement people 

from Wright Field here ? 

Major Garcia. Mr. Nearing. 

Mr. Forsyrir. Would you stay for a short executive session with 
s, at about 5 minutes to 12, to clear up the item of the postal delayed 
d? 

Major Garcta. Yes. 

Mr. Forsyriue. If you will stay around, we will appreciate it very 

muc h. 

One more question arises. Do you have a supply of these new heat- 
rs for your planes? Has that been gained yet? Have we replaced 
he old with the new ? 

Mr. Neartne. I can state how many we have delivered to date. 

Mr. Forsytue. Yes. 

Mr. NeartnG. We have delivered 15,887 JR-A heaters. 

Mr. Forsyrue. That is the new type heater ¢ 

Mr. NearinG. That is the new type heater. 

I am a procurement man. I can only state what has been delivered 

tothe Air Force. I do not know how it has been allocated. 

Mr. Forsyrne. I assume the Air Force personnel who use them 

have been informed there is a new heater that replaces the old? 

Colonel Kunce. There is a tech order to that effect. 

Major Garcia. We have a statement on page 5 of the report: 

ro insure that the maximum in-service life would be obtained, technical order 

11-10—-G-8 was prepared and issued on July 24 last year requiring preflight in 
spection procedures 

Mr. Forsyrne. Does that notify them or are you sure that everyone 

knows about the new heater? That is the point I am getting at. 

Major Garcia. Are you prepared to answer that, Colonel ¢ 
Colonel Kunce. No, I am not prepared to answer that. 

Major Garcia. Is Mr. Pfister here? 

Mr. Prisver. Yes. 

Major Garcia. Are you in maintenance? 

Mr. Prister. That is right. 

Major Garcia. Can you answer that? 

Mr. Prisrer. As indicated in our report, the old heater was made 

a limited standard item last year and due to the fact that we had made 
the survey, our people had screened reports, we could not find that 
there was any evidence to indicate that it was of such a nature to with 
draw them all from service right away. 

Senator Frreuson. In other words, you were going to use up what 

you had? 
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Mr. Prisrer. Immediately upon the using up of the old heaters, 
we were going to put the new ones into service. 

Mr. Forsyrue. Have you used up all the old ones and have we got- 
ten to the point where we are using new ones? 

Mr. Prisrer. Our supply people have calculated consumption, and 
I think they can answer the date on which we can expect to use up 
all the heaters. 

Mr. Forsyrue. Are the supply people here? 

Mr. Armour. We calculated on the heater when it was decided 
that the type J-4 would be replaced by the J-4A, since the procure- 
ment of the new J-4A would be some time in the offing, and it 1s, there- 
fore, a reasonable assumption that the type J—4 will have to be con- 
tinued and used until such quantities of J-4A’s are available for in- 
stallation in aircraft. Based on the present consumption rate, it is 
estimated that a supply quantity of approximately 36,000 J—4 heaters 
will be consumed in approximately 18 motnhs. 

(Discussion off the record.) 

Senator Fercuson. We will now have an executive session. 

(Whereupon, at 11:50 a. m., the hearing recessed and the subcom- 
mittee retired into executive session. 

(Hearings resumed April 13, 1954.) 





MILITARY PROCUREMENT PROGRAM—1954 


TUESDAY, APRIL 13, 1954 


SUBCOMMITTEE ON Minarary PROCUREMENT OF THE 
Sevecr CoMMITrER ON SMALL Business, 
Washington, H.C} 
rhe subcommittee met, pursuant to recess, at 10:20 a. m., in room 
57, Senate Office Building, Washington, D. C., Senator Lester C. 
Hunt presiding. 
Present: Senators Hunt (presiding) and Thye. 
Also present: Robert A. Forsythe, chief counsel, and William D. 
\mis, professional staff member of the committee. 
Mr. Forsyrue. Will the representatives from the AEC and GSA 
come forward. Let’s take General Services Administration first. 
Senator Hunt. Mr. Elliott, do you have a prepared statement, or do 
you wish to talk informally ¢ 


STATEMENT OF MAXWELL ELLIOTT, GENERAL COUNSEL, GENERAL 
SERVICES ADMINISTRATION, ACCOMPANIED BY GEORGE GRIMS- 
LEY, FEDERAL SUPPLY SERVICE OFFICER; ROBERT T. DAVIS, 
GENERAL S&RVICES ADMINISTRATION, CONGRESSIONAL LIAI- 
SON OFFICE; AND C. W. CHAMBERLAIN, CHIEF ARCHITECTURAL 
ENGINEER IN CHARGE OF SPECIFICATIONS, PUBLIC BUILDINGS 
SERVICE, GENERAL SERVICES ADMINISTRATION 


Mr. Exxiorr. I have no prepared’ statement, sir, and, if it is the 
pleasure of the committee, I should like to talk informally. 

Senator Hunt. That will be very fine. As you wish. 

Mr. Extiorr. I have with me here, sir, Mr. George W. Grimsley, 
who is in charge of our regular procurement small-business program, 
and Mr. Robert T. Davis, who is our congressional liaison officer, and 
Mr. Carroll W. Chamberlain, Chief, Architectural Engineer Section, 
Public Buildings Service. 

When GSA was created by the Federal Property and Administra- 
tive Services Act of 1949, which was a result of the recommendations 
of the first Hoover Commission, the Congress placed in our act an 
expressed provision that GSA should have the responsibility to assure 
that small business receive a fair share of the Government’s procure- 
ment dollar so that we start off with a congressional mandate to try 
to help small business. 

Senator Hunt. May Task you a question on that point? 

The Congress did not give you very explicit instructions, I fear. 
Will you tell me and the committee how you arrive at a formula of 
fair share ¢ 

Mr. Exxiorr. We don’t, frankly, have any precise criteria as to what 
constitutes a fair share, sir. We do, roughly, review our procurement 
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actions by commodities from time to time and try to make some kind 
of a rough, erystal-ball gaze to see if the share that small business 
is getting approximates the share that small business would be en- 
titled to. 

In other words, if we were buying cereals, let’s say, we would try to 
see if the small-business capacity of the country and I have no idea 
what it is in cereal, that is why I am using this—if it were, let’s say 
30 percent, then we would think that overall the share of Government 
business in cereals ought to go approximately 30 percent to small 
business, but I don’t want to mislead the committee in any way by 
saving that we have all of those Z reentages precisely up ona board 
and we try to match them exactly, because we don't. 

We try to give small business as much as we can, and as a measure 
of our success from time to time, we do review those capacity figures. 

I might say this. sir. Our problem is different and a lot easier to 
our way of thinking than the military problems, because the type of 
things we normally buy are the type of things that small business 
normally manufactures and sells. There are a few exceptions to that 
of which motor vehicles is an outst: inding example. 

There are no small-business men by definition who manufacture 
motor vehicles, but the great bulk of our procurement is the type of 
thing that small business normally makes and normally sells, and 
it is our firm conviction that small business can compete successfully 
with big business in its normal manufacture, provided that we can 
remove a few roadblocks so that they can compete on equal terms with 
big business. 

Now those roadblocks, as we look at them, are these, and I think I 
can give you an illustration. Within the past week I happened to be 
having an informal conversation with a representative, an official of a 
big- business concern. I won’t mention the concern because it is not 
relevant. 

We were talking about some of the tough cases that we get in Gov- 
ernment on competitive bidding, where someone comes up that has 
only a borderline qualification arid doesn’t make accurate response to 
the bid invitation, and this man said, “I imagine that your troubles 
there are all in small business because,” he said, “it must be much 
easier for you fellows to deal with big business because big business 
knows what all the regulations are of the Government, and they could 
do it very easily.’ 

Now that is a fact, and that is one of the roadblocks. In other 
words, the big-business concern can afford to hire a staff of engineers 
and accountants and lawyers, and very often they can have a vice pres- 
ident with a staff in charge of their Washington operations. 

Your little fellow can’t afford that. So what we are trying to do is 
to make the Government business simple so that anybody can under- 
stand it, and he doesn’t have to have this battery of lawyers and ac- 
countants and engineers and Washington representatives. One of 
the ways we do that is through simplification of our standard contract 
forms. 

As an illustration, we have just come out with a short form con- 
struction contract for use on construction jobs of under $5,000. It is 
presently on a voluntary basis in GSA, but we hope to extend it gov- 
ernmentwide after we have gotten a lot of experience, and I think 
that for the first time on the record in the Government we have come 
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out with a contract that is on one sheet of paper. We did have to use 
the opposite side of the paper, but we still got it on one sheet of paper. 

Mr. Forsyrue. Will you supply a copy of that for the record, Mr. 
EK lhott ? 

Mr. Exxiorr, Yes, Mr. Forsythe. I am sorry I did not bring one 
with me, sir, but I will submit it for the record and get it up this 
afternoon. 

(The document above referred to is as follows:) 


GENERAL SERVICES ADMIN STRATION ant 


INVITATION, BID, AND AWARD 
(CONSTRUCTION, ALTERATION OR 'REPAIR’OF PUBLIC BUILDINGS OR WORKS) ie 


IMPORTANT WOTICE: No oral interpretations meade ‘before ewerd of contrect will be “binding. 
__ INVITATION FOR BIDS 





UNTIL (fle, dete, ond place) 


Sesled bids in covering work described in mecificetions dated 


at 


will be received et the time, date, and plece indicated sbove and then publicly opened 








ENVELOPES CO Tel BiDS SMALL BE WARKED T now THFORMATION MEGARDING BIDDING MATER, 


Bidder's 


PART It i ten ht la B10D as 
The under signed agrees, if the bid | is accepted within calender days efter date of opening, to complete ell 
work specified herein in strict compliance with the specificetions described in PART I (INVITATION FOR BIDS) 
and the drawings (if any) listed in said specifications within celender deys after dete of award for the 
amount of § including all applicable Federal, stete, and local taxes, in accordance with the teres 
and conditions specified herein. In the event this bid is in excess of $2,000.00, the undersigned agrees to 
comply with the General Provisions (Standerd Form 23A), which will be stteched upon Awerd, in lieu of the Gn- 
ditions, Part IV hereof, topey not less then the minimum hourly retes of wages determined by the Secretery of 
Labor to be applicable to this wrk, andto furnish peyment and performance bonds. The undersigned represents 
(check epproprisete box) that the aggregete number of employees is et 500 or more, ee less then 500. 
Flaw OF THOIVIDUAL WAWE AND ADORESS (Type or print)  |SIGNATURE AWD TITLE OF SON AUTHORIZED TO 

BID (Type or print neme under signature) 


&, |kCORPOR ATED 


The above bid is eocepted i in the amount 2 of s 
lou ere directed to proceed with the work immedi ately upon receipt of this everd. 


PART IV CONDITIONS 


1. SPECIFICATIONS AND ORAWNGS (1F ANY). Anything shown in the specifications alone or the drawings alone 
sball be considered as being contained in both specifications and drawings, bet specifications sball 
govern in case of difference between drawings and specifications. Any other difference in the figures, 
in the drawiags, or in the specifications shall be determined by the Contracting Officer. 


CHANGES BY GOVERNMENT. The Contracting Officer by writtes order may make any changes io drawiags or 
specifications withio tbe general scope of this contract, such terms or price adjustment as may be appro- 
priate to be made equitably in writing by the Contracting Officer whose determination shall be final, 
subject only to the “Disputes” Clause hereof; provided, that any claim of the Comtractor for adjastmeat 
hereunder must be asserted in writing within thirty days from the date the change is ordered unless the 
Contracting Officer shall grant a further period of time prior to the date of final settlement of tbis 
costract. 


COMPLETION WOTICE, INSPECTION AND PAYMENT. The Contractor shall notify the Goverament when the work is 
complete. If found acceptable after inspection, payment will be made 


TERMIRATION FOR DEFAULT - DAMAGES POR DELAY - TIME EXTENSIONS 

(a) If the Contractor refeses or fails to prosecute the work with such diligesce as will issore its 
completion within the time specified, or fails to complete said work within such time, the Government may, 
by written sotice to the Contractor, terminate his right to proceed with the work Ia such event the 
Government may take over the work aad prosecute the same t ompletion, by costract or otherwise, asd the 


(Continued on reverse) 
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Coatractor sball be liable to the Government for any excess cost occasioned the Goveramest thereby, and 
for any actcal damages occasioned by s delay. 

(b) If the Goverament does sot termis the right of the Costractor to proceed, as provided is para~ 
graph (a) bereof, the Contractor sball continue the work, in which evest be shall be liable to the Govers- 
meat for any actual damages occasioned by such delay 

cl The right of the Costractor to proceed shall sot be terminated, as provided in paragraph (a) bere- 
of, sor the Contractor charged with actwal damages, as provided in paragraph (b) hereof because of any 
delays is the completion of the work due to saforeseeable causes beyond the control and without the fault 
or segligence of the Contractor, or delays of subcontractors or suppliers due to such causes: Provided, 
That the Costractor shall prior to the date of final settlement of the contract, sotify the Contracting 
Officer in writing of the causes of delay The Contracting Officer sball ascertain the facts asd the ez- 
tent of the delay and extend the time for completing the work whes in bis judgment the findings of fact 


justify such an extension, and his findings of fact thereon sball be final and conclusive om the parties 


hereto, subject only to appeal as provided in Clause 6 hereof. 


REMPORSIBILITY OF CONTRACTOR. The Contractor at bis own expense sball: (a) personally superiatend or 
bave a competent foreman or superiatendest os the work authorized to act for him, (b) usless otherwise 
provided, fursish facilities, labor and materials necessary for inspection asd tests required; (c! obtais 
all required licenses and permits; (d) perform bis work without isterfering with work of other costrac- 
tors or Government activities e) be responsible for all materials delivered aod work performed until 
completion and final acceptance and for all damages to persoss or property occurring as a result of bis 
fault or negligence in connection with the work; and (f) provide beat as necessary to protect all work, 
materials and equipment against isjury from dampness and cold. 
























































DISPUTES Any dispute concerning a question of fact arising wader this comtract which is not disposed of 


by agreement sball be decided by the Contracting Officer, who shall reduce his decision 
mail or otherwise 


such copy, the Cost 






to writing and 

sish a py thereof to the Contractor. Witbia $0 days from the date of receipt of 
may appeal by mailing or otherwise furnishing a written appeal addressed to the 

Administrator of General Services whose decision shall be final asd cosclusive: Provided, That, if no 





























Such appeal is takes, e decision of the Contracting Officer shall be fisal aad conclusive. Pending 
final decision of a dispute hereunder, the Contractor shall proceed diligently with the performance of 
the contract asd in a rdaace with the Contracting Officer's decision. 










OFFICIA.S WOT TO BENEFIT. No member of or Delegate to Congress shall be admitted to any sbare or part of 


this atract, or to any benefit that may arise therefrom; but this provisions sball sot be cosstrued to 
extend to this contract if made with a corporation for its general benefit. 
























BUY AMERICAN ACT. The airactor agrees that in the performance of the work under this costract the Coa- 
tractor ubcostractors, material mes aad suppliers sball use only such onmanufactured articles, materi- 
als aad supplies ‘which term “articles 


materials and supplies” is hereinafter referred to in this clause 
as upplies as have been mined or produced in the Daited States, 
as have been manufactured in 






and only such manufactured supplies 
the Jnited States substastially all from supplies mined, produced, or maav- 
factured, as the case may be, in the [nited States Purseanst to the Buy American Act (41 U.S.C. Wad), 
the Administrator of General Services bas determined that the provisions of this clause shall not apply 
following: rk; sisal; bemp; flax; jute; silk; licorice root; asbestos; Boglish china clay; 


sb ball clay; carnauba wax; mica; rubber; antimony; manganese; titanium; tunagstes; zirconium; chro- 
latinum; tio; sickel and natural nickel alloys. 
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WONDISCRIMINATION 1% BHPLOYMENT. In connection with the performance of work under this contract, the 


ptractor agrees not discriminate against asy employee or applicant for employment because of race, 
reed lor, or national origins; and further agrees to insert the foregoing provisios is all subcoa- 
tracts hereunder except subcontracts for standard commercial sopplies or for raw materials. 










LABOR STANDARDS PROVISIONS APPLICABLE TO CONTRACTS HOT IN EXCESS OF $2,000. 
‘a) EIGHT-HOUR LAWS ~- OVERTIME COMPENSATION - The Right-Hour Laws (40 0.8.C. 821-396) are applicable 


this contract (In substance they provide that laborers and mechanics employed by the 
bis sebcostractors shall 










trpetor or 
be paid sot less than time and a balf for work in excess of eight bours a day. 
Violatioss are punisiabie as prescribed ia 40 U.S.C. 322 aad $24). 

(>) NONREBATE OF WAGES - The Regulations issued by the Secretary of Labor (2% CFR, Part %) persuast 
to the ADLi-KickDack Act, as gmended, (#0 U.S.C. 276ic), 18 U.S.C, 874) are applicable to this coatract. 
(Im substance, they provide that so deductions may be made from wages except those required by law or 
permitted by the regulations, that Contractors asd subcontractors shall preserve for three years after 
ompletiog of the work payrolls which contain for each employee, bis name, address, correct classifica- 

ya, Tate of pay, daily and weekly sumber of bours worked, deductions made, aad actual wages paid, as¢ 
shall submit weekly an affidavit of compliance, the form of which is stated in the Regulations). 

{c) SURCONTRACTS - TERMINATION - The Contractor agrees to insert the foregoing clauses in all subcos- 
tracts. Breach of the requirements of such clauses may be grounds for terminations of this contract. 


The term “contractor” as used is such clauses in any subcontract sball be deemed to refer to the subcoa- 
tractor. 









































COPVICT LABOR. Is connection with the performance of work under this contract, the Contractor agrees 
sot to employ aay person undergoing sentence of imprisonment at bard labor. 


Reverse of GSA FORM 1148 


Mr. Exuiorr. Another thing we did is that we have business-service 
centers set up in each of our regional offices. We don’t call them 
small-business service centers because they are not limited to small 
business. Any businessman, big or small, who is interested in doing 
business with GSA, can go in there and get advice and help and as- 
sistance in Interpreting our specifications, our requirements, and our 
contracts, 

Mr. Forsyrure. How many regions do you have? 
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Mr. Exsiorr, We have 10 regions. 
Mr. Forsyrue. You have 10 of these service centers ? 
Mr. Exxiorr. Yes; we have 10 service centers throughout the coun- 


‘Senator Hunt. Mr. Elliott, could you give us the percentage of your 
chases in, say, 1953, that you would ¢ classify as purchases percent- 
cewise of small business as compared percentagewise of big business? 
Mr. Exizorr. Yes, sir. Let me give you two figures, if I may. Let 
ie give you the fiscal year 1953 first, because we vhs ave done our book- 
eeping by fiscal years, the year, in other words, ending July 1 or June 
) 1953 
We had during that fiscal year 149,503 procurement actions of 
ore than $10 per action. We record in terms of small business only 
se procurement actions that are $10 or more. Those under $10 we 
not break down. 

Senator Hunt. May I ask you, What is the upper limit ? 

Mr. Exxiorr. No upper limit, sir. Of that amount, 119,096 went 

, small-business concerns. In other words, 79.7 percent of the total 
mber of actions went to small business. 

The total dollar value of that procurement was $672.158.245, of 

hich small ea received $450,235,353, or 67 percent of the total 

ilar value. So 79.7 percent of the actions and 67 percent of the dol- 

Now we think we are getting better. We think our program is hav- 

g¢ some results, because in the first 6 months of this fiscal year, the 
ollowing 6 months, small-business concerns received 82 percent of 

e total procurement as against 79.7 in the preceding year, and 70.5 
percent of the dollars as against 67 percent. 

Senator Hunt. Now for the purposes of making your statement 

ore meaningful, would you define for us both the upper and lower 

rackets of wh: at you consider r big- business concern and a small- 
usiness concern. 

Mr. Exciorr. ae Hunt, as you know, sir, the problem of what 
onstitutes a small or a big business is something that people have 

restled with for many years. 

Senator Hunr. Isn’t it agreed in Government that any business 
loing $500,000 or less is considered a small business? 

Mr. Exurorr. No, sir, The standards that we have taken are of 500 
employees or less is a small business. More than 500 is considered 

irge business, and we have the further criterion that it must be an 
ndependently owned company, not an affiliate or associate to qualify 
as small business. So it must have 500 or less employees and be 
ndependently owned. 

The only reason for my other remark was, of course, it is an artificial 
standard that would not apply in all cases. 

Senator Hunt. That seems to me to be a very fair way and method 
of defining what you would consider small business to be. It seems 
to me to fit the picture very well. 

Mr. Exxrorr. The only trouble with it, sir, if I may speak per- 
sonally, and I am unfortunately in a situation where I have no practica] 
ilternative, you take motor vehicles as an example; there is no small- 
business concern making motor vehicles because they all have more 
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than 500 employees, and yet as we know in that field there are 2 or 3 
companies which have many, many times the business of 2 or 3 others. 

Mr. Forsyrue. I know we had 1 case that came to us recently where 
the business was under 500 employees, and 1 day they woke up and 
found out they had approximately 540 or 550 ¢ smployees. 

Now under those circumstances they had bid on certain procure- 
ments that you had and were successful for a long period of time 
because they were under 500, and I understand that on some of your 
contracts the man has to assert the type of company he is as to em- 
plovees, either under 500 or over 500. 

Now if he is under 500 his name goes in a hat for a drawing for 
small business on these items where all of these items are the same, 
we will say, first-rate items, small purchases. If he is over 500 why 
he is automatically out of that procurement. 

Now the complaint has been that that is an arbitrary rule and that 
the Government does business with you on Monday, and on Tuesday 
he is ineligible for a contract. Is there any possible solution for a 
company such as that ¢ 

Mr. Exuiorr. I might say that the only time that situation would 
come up insofar as GSA’s procurement is concerned is in a tie-bid 
situation, because we do not give any other competitive advantage to 
a small-business concern. We don’t think it is necessary, which I will 
explain later, but on that precise situation, Mr. Grimsley I think is 
familiar with it and he can answer that question. 

Mr. Grimstry. Mr. Forsythe, I happen to know about the particu- 
lar case that you are speaking of. This firm is big business, located in 
another city, and opened up a branch office in a nearby area to 
Washington, it is said, for the purpose of servicing Government. 

The branch oflice that I refer to, so far as I can determine, is a 
distributor of nationally known fair-traded items. The result is that 
when they bid, they bid, generally speaking, the same price as a number 
of other people who are engaged in the same general occupation, and 
that brings about a tie-bid procedure such as Mr, Elliott just referred 
to, and it is unfortunate when they get over 500 they are in the big- 
business category. If we had the bre aking point at 700 or 800, you 
would still run into the same situation. 

In other words, a business grows and suddenly finds itself out of 
one category into another. 

Mr. Forsyrne. How much of your purchases are contained in this 
fair-trade area where all the bids are the same and you have a tie? 

Mr. Grimstey. I have no way of determining that, sir. 

Mr. Forsyrue. Could that be determined in any way? In other 
words, is it a large percentage of your procurement ¢ 

Mr. Grimstey. I wouldn’t even want to hazard a guess as it would 
he extremely difficult, if possible at all, without a tremendous amount 
of work to arrive at that figure. 

You see, our purchases are not centralized. One of the things we 
have done is decentralize it in order to bring the procurement. back 
home to the local people, so that each of our 10 offices and the multitude 
of purchases that they make would be involved. 

Mr. Forsyrur. Would it be possible for somebody in that service 
center to keep some sort of breakdown on these procurements ? 
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Mr. Grimstey. [ won't say that it is impossib le but for the staff 

at we have, it would be a terrific load. That area is mostly in the 
mall-purchase area 

it is not too often that we run into it that I know of in big purchases, 

d it is mostly from aniong the same area that you are speaking of 
ere, among those people who perform a function as a jobber, whole- 
suler, or retailer. 

Mr. Forsyrue. Has this situation we have been discussing occurred 
efore? Is it a troublesome one with you? 

Mr. Grimstry. I have never had it occur before. At least it has 
ever been brought to my attention. 

Mr. Forsyrur. What is the percentage of your contracts that are 

egotiated as opposed to advertising? Do you have that ! 

Mr. Grimstey. Would you like that to have GSA asa whole? Sup- 
pose I give it to you two ways. For the advertised for GSA 
whole in dollars, 39.5; negotiated, 60.5, and for the number of trans 
ictions or actions advertised, 31.3 as against 58.7 in negotiated. I 
would like to call your attention to the fact that these include our 
spec ‘ial progr ams. 

Now, in our regular programs which involve the purchase of com- 
mon-use items, everyday-use items for the Government, the advertised 

dollars is 74.8: negotiated 25.2. The number of actions advertised, 
2.1, and the negotiated 67.9. 

[ might call to your attention again that in this number of actions 
vou run into the large number of actions under $1,000 in which it is 
provided that we may negotiate, and that negotiation does not mean 
that we just go to one person. We are still obligated to get compe- 

tion. 

oe ForsyrHe. When you are buying items of $10 or less or $100 or 

s, that is considered a negotiated procurement; isn’t it / 

Me Grimstey. We would normally do it under negotiation because 
t would save the terrific expense involved in going through the normal 
procedures for advertising. 

Mr. Extiorr. I might say that we make as a breakoff for formal 
advertising, as Mr, ¢ Grimsley described, on what we call negotiated 
sale ‘s, we get bids but we dispense with the formal advertising require- 
nent on that, but it is still on a competitive basis. 

Mr. Forsyrue. In your advertising do you use “or equal” in your 
invitations 7 

Mr. Ex.iorr. We do, sir, and that gets me to another part of our 
program which I might explain, and this will fit into it. One of the 
obstacles that we have found to small business competing on even 
terms, very frankly, is the matter of Government specifications. 

For many years the spec < ations people, and that includes GSA, 
the military and e »verybody else, kind of lived in a world of their own, 
and they deve loped these specifications for things which they regarded 
as the best possible product that could be made of that type, but which 
all too often, I am sorry to say, has no precise commercial counterpart. 

The result is that a big-business man has a bulge, frankly, because 
he can afford to retool to make that special Government design. We 
have had some very funny cases of that kind. 

There is the famous case of the canned tomatoes where for many 
years the Government specifications called for a pack in a can which 
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ot standard commercial can, and for the little packer, 
asn't worth his while to go to a retooling even if he could get 
‘financing. When we found out about it we corrected it, and now 
basis of the standard, commercial-size can that every 
are doing, we have a very vigorous program that Mr. 
Mansure has put his full force behind this during the past year, to 
get away from these special Federal specifications to a commercial 
standard so that the Government will buy what the person regular] 
manufactures, and he won't have to make a special run. We are get- 

ting a lot of a ance on that through this source. 

I think, as you all know, for many, many years it was the fiat of 
Antitrust Division of Justice that trade association representa- 
es could not participate in industry advisory committee meetings. 


That has handicapped us in the development of commercial speci- 


} 
1 
| 


itions because in some of these fields the trade association itself has 
lot of the research know-how. 

One familiar example of that is this National Institute of Clean- 
r and Dyeing out here in Montgomery County, or Silver Spring, 


‘ 
if 


her, and they have a great deal of research that the average cleaner 


’ 


and dyer does not have 

Phi pal year we developed a regulation that permits us to establish 
technical committees, as we call them, in which we will have trade 
association representatives to give us the benefit of their know-how 
n developing stan ard, commercial seeyates ations or commercial 
tandards, if you will, that everybody, big and small, can meet with 
heir regular product, = that has been approved by the Justice 
Department. I believe it is the first time that that has been done. 

Mr. Forsyrur. How do you escape the “or equal” part in that 
program ¢ 

Mr. Exxrorr. Here is the situation, and again I don’t want to mis- 
lead th seluiiitien We e are making progress but we are a long ways 
from home. It is going to take time to develop these commercial 
standards, and it is roing to take time to produce other Federal speci- 
fications, and we have situations where we have not developed Federal 
specification or commercial standard on which we can use it as a basis 
for advertising. Under those circumstances, and only under those 
circumstances, do we use a brand name or equal. 

It is an alternative. We are doing it, and I am afraid we are 
going to have to continue to do it in limited situations. The only 
thing I can assure the.committee is that the percentage of use of brand 
name or equal will constantly decline as we develop more and more 
Feder: il specifications in commercial standards. 

Mr. Forsyrur. So it is your belief that as you develop this new 
program in commercial standards that you will no longer have to use 
the term “brand name or equal” in your procurement? At least, that 
will decline. 

Mr. Exxiorr. That will decline, that is absolutely correct, Mr. For- 
sythe, but it is going to take time, and we are some years away from 
100 percent Federal apres ation in commercial standards, but each 
year I think I can confidently say that the percentage of commercial 
standards will increase and the percentage of brand name or equal 


\ ill decrease. 
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Senator Hunt. When a department presents a requisition to you 
| specifications are required in detail, of course, are you allowed 
deviate from those specifications in putting out your bids for pur- 
ises with or without the permission of the particular department? 
Now, my thought is this: With your experience in this field of your 
rganization, you may very often be able to say to a department 
langing a certain specification somewhat or accepting some other 
particular brand or make would save the Government some money, 
but still give them an equal product. Now, do you negotiate with 

e departments on matters of that kind? 

Mr. Exxiorr. We do very definitely, sir. Under our act we have 

e responsibility for establishing procurement policies and methods, 

nd we feel that it is inherent in that responsibility to put things 

| a competitive basis and also to get things at the lowest dollar cost 
to the taxpayer, so that we have complete authority to do it. 

However, as a good matter of practical working relationship, we 
don't do it without consultation with the agency. The procedure is 
this: An agency comes in with a specification. If we consider that 
| restrictive specification, we go back and ask the agency why. “Why 
do you want this?” 

Now, it may be that there are cases where they have a very good 
reason. They have some highly specialized need that the normal 
product won’t meet, and if they can prove that to us, we go ahead. 
If they can’t prove it to us, then we say to them, but we try to do this 
n a completely friendly atmosphere, “All right, we are going to put 
this on the regular commercial basis.” 

I can give you an example of that. We had a request from the Air 
Force, as I recall, last summer, for quarters beds. As I recall, they 
were for WAAF barracks. The specification as it came in provided 
a particular gage of steel, and I might say in fairness the Air Force 
had taken our own specification on that. The Air Force is not to be 
blamed for it. We are because they had taken our own specifications. 

However, some of the manufacturers came in and complained that 
that was what they called a bastard gage because it was made only by 
one company, and we checked and found that was correct, and went 
back to the Air Force and changed that specification with the full 
agreement of the Air Force, and, incidentally, we changed our own on 
which it had been patterned. 

We made another mistake. We took the other gage then which 
was common to the industry and advertised, but that then excluded 
the man which was one of the large firms that had this special gage. 

However, that was caught later and finally it all turned out well 
because we put in a specification with a tolerance that permitted them 
all to bid, because the difference in the gage, as I recall, was only some- 
thing like one-sixtieth of an inch, and it made no difference in the 
effective use of the beds or the esthetics or anything of that kind. 

Senator Hunt. Mr. Elliott, would you give us a figure on the cost 
of the operation of your department, percentagewise, in ratio to your 
total purchases ? * 

Mr. Ex.1torr. The percentage would have to be geared on the part 
of our department that is devoted to purchasing, of course. 

Senator Hunt. Yes. I wouldn’t have in mind rental properties or 
things of that kind. 


1 Information retained in committee files. 
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Mr. Ex.iorr. I don’t have that in mind, and I don’t know whether 
Mr. Grimsley or Mr. Davis do, but we could supply that very simply 
for the committee by going back and taking what are our appro- 
priations. 

Senator Hunv. I think it would be a point that you would lke to 
make in an annual report some time. 

Mr. Exniorr. Yes, sir; I think it is a good point, and we can make 
it because our appropriation is broken down by activity, so that we can 
take the activity appropriation and relate it both in dollars and in 
percentage to our total procurement, and we will be glad to supply 
that for the record, sir. 

Senator Hunt. One other question. Every large concern has a 
purchasing department, and they find it pays to have keen men in that 
department. I am speaking of purchases for General Motors, and 
what not. 

Do you have men in your organization that function purely as 
purchasing agents, that go out and purchase ? 

Mr. Exntorr. Senator Hunt, that is a very good question, and I will 
tell you what the situation is. We have people functioning as pur- 
chasing officers. By and large, they are pretty good people, but they 
have been handicapped because they have become skilled in the pro- 
pane al techniques of purchasing but have not had experience in par 
icular commodities. One of the reasons for that, very frankly, has 
een civil-service requirements. 

A man will be an outstanding purchaser of pins and needles and 
knows pins and needles, and we want to give him a larger responsi- 
bility, but we have to shift him to rubber because the civil-service 
standard calls for a higher grade in rubber. We, therefore, feel that 
we have been handicap ped by not having commodity specialists to 
back up these pure hasing experts. 

Mr. Mansure has created a special industry advisory committee that 
meets once a month with him to advise him on our general procure- 
ment problems, that is composed of top-notch folks from industry. 
At their last meeting 2 weeks ago, they made a recommendation which 
he approved, that we employ on a consulting basis from industry 
commodity specialists to advise our - purchasing agents, and we are 
now in the process of recruiting. I might say those folks are going 
to come from major industries. 

They are going to survey our requirements and they are going to 
give advice, but they are not going to be contracting officers. Their 
functions will be advisory. 

But we think that combination of the commodity specialist, the man 
who knows food products forward and backward, we hope to get 
somebody from one of the big nationwide grocery concerns to come 
in for 3,4, or 5 months to help and advise our purchasing-contracting 
officers, so that in that way we will do better than we are doing now. 

But the people that we now have who are regular civil service em- 
oe are purchasing agents, and they are trained in purchasing 
tec proees and in all the devices that we can think of to get the lowest 
dollar, but they don’t always have the commodity background, and 
that is what we are trying to supply under this new program. 

Senator Hunr. Mr. Elliott, since this is a permanent committee, do 
you have in mind, or have you submitted any suggestions that need 
legislation, that might be helpful to your organization ? 
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{r. Exxiorr. I don’t believe, Senator Hunt, at this time, that we 
eed legislation in the small-business field. We feel that our program 
nder our present law is sufficiently flexible to permit us to carry out 

our program. 

| might mention 1 or 2 other things that we are doing. We try to 
livide our requirements into reasonably small lots. One of the prob- 
ems in the Government is the small man can’t swallow the size of the 
Government order, so we try to break those down into amounts that 
he can swallow, and we also permit a man to come in and bid on less 
than the total asked for. And if he is the low bidder on the amount 

e specifies, then he gets that. Now, that helps small business. 

Another thing we try to do is to schedule our delivery periods 

ealistically. I mean, if we ask for 10,000 pounds of nuts and bolts 
ind we want them all in 10 days, the little fellow up in Westfield, Mass. 
an’t do it. But if we schedule it over 2 or 3 months, then the little 
fellow can meet that and he can underbid. 

And we also have tried to give as much time as we can for the prep 
aration po submission of bids, and that helps the small man. Very 
frankly, sir, 1 am not saying that we are satisfied, because we are not, 

and we are trying to do better all along as we go along, but 1 don’t 
think we need further legislation, sir, at this reo 

Senator Hunt. Do you have authority, or have you ever requisi 
tioned surplus commodities th: it would meet some of your requirements 
for various departments / 

Mr. Evxiorr. Yes, sir, we do that in two ways. Let me say we do it 
n one way and then we give special treatment to one phase of it. 

Under our act, when property becomes excess to an owning agency, 
that is when that agency says it no longer needs such property, they 
ure required to report it to us. There are some limitations on that. 
They do not have to report a line item where its dollar value is less 
than $100 because the reporting cost would soon exceed the amount. 

Then we in turn try to find another Federal use for that item, and it 
is only when we have been unable to find a Federal use that we then 
can dispose of it as surplus. So that we, as a result of that procedure, 
find a good many Federal uses where property that is surplus to 
agency A is then used by agency B. 

Now on top of that we do br ing certain types of excess property into 
our actual supply system, and when an agency comes in with a requis 
tion for new property, we insist that they take this excess property if 
it will reasonably meet that requirement. 

The notable examples of that are steel filing cabinets, and I don’t 
know whether we have the figures here with us, but we could supply 
them to the committee, because there have been very, very substantial 
savings to the Government.’ 

Senator Hunt. That information is very informative, but I asked 
you about surplus commodities. 


Information subsequently supplied by GSA regarding surplus steel filing cabinets 
follow : 

In order to assist agencies in utilizing Government-owned filing equipment to the max 
imum, GSA reviews each agency request for the purchase of additional equipment. The 
purpose of the review is to assure that all possible records have been destroyed or trans 
ferred to records centers before additional equipment is obtained and that used filing 
equipment is utilized instead of purchasing new equipment. In this connection, the 11 
records centers operated by GSA released 55,500 cabinets in fiscal year 1953, and 8,214 

f these cabinets were reported as excess and made available for transfer to other agencies 
In lieu of procurement of new cabinets, expenditures would be reduced $492,840. The 
remaining 47,286 cabinets were returned to the owning agencies for reuse and, based on 
their replacement value, expenditures for new cabinets were reduced $2,364,300. 
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Mr. Exxiorr. Are you talking about agricultural commodities, sir? 

Senator Hunt. Agri culture I commodities, yes. 

Mr. Exxiorr. No, sir. As you know, that is governed by the laws 
relating to the Commodity Credit Corporation on which we do not 
have authority or responsibility. I was talking in terms of manu- 
factured items, and I am sorry I misunderstood you, sir. 

Mr. Forsyrne. Getting back just a moment, can you tell me whether 
or not you find new suppliers when you use “or equal” in your bids? 

Mr. Griostry. Yes, Mr. Forsythe, we do. Invariably when you 
start out with a “brand name or equal,” you find other people whe 
are interested in that business, and come in and offer their products, 
and we have had a number of occasions, one in particular that comes 
to my mind, where we have tested, tried out for performances, articles 
submitted to us as being equal to the brand name which we have used, 
and while that article may not be of the same chemical or physical 
makeup, it will perform adequately the same function, in which in- 
stance we buy that article. 

Mr. Forsyrue. So you take a realistic look at the products that 
come in? 

Mr. Grrmustey. That’s right. 

Mr. Forsytuer. Can you give us the definition of a scheduled con- 
tract? I know you use that term in buying. 

Mr. Grimstry. Yes, sir. A scheduled contract is what is normally 
referred to as an open-end contract. It is one that is executed usually 
for a 12-month period. Bidders are supplied past sales experience 
from the prior contract as a guide to them in bidding. 

After the contract is executed, there is no guaranty on the part 
of the Government that they will buy any given amount of the ma- 
terial. The schedule is distributed to all Government agencies and 
they have it available to them if they want any of those products, 
to buy it without going through the formality of advertising, re- 
ceiving, tabulating bids and making awards. 

Mr. Forsyrue. The purchases made under those scheduled contracts 
without advertising, do they show up in your negotiated figures ? 

Mr. Grmstey. No. Don’t forget that the purchases made over 
there are made by the agencies themselves and not by us. 

Mr. Forsyrue. I see. So you aren’t charged with that. 

Mr. Griostey. No. 

Mr. Exuiorr. The way that works, Mr. Forsythe, there is a manda- 
tory requirement on the agencies to use those scheduled contracts 
up to a certain ceiling, which is different for the particular commodity 
or product. Over and beyond that ceiling they get to what is con- 
sidered a special requirement, and on a “special 1 requirement, then 
they come to us and we advertise that one separately, but as Mr. 
Grimsley explained the initial procurement on that scheduled con- 
tract was an absolutely competitive bid. 

Mr. Forsyrur. How about mandatory items? What kind of items 
are those ? 

Mr. Grrustry. Well, they are items on which it has generally been 
agreed, after study and so forth, that it is to the best interests of the 
Government that we make those items mandatory, and then the agen- 
cies, whenever they have a requirement for them, must go to “the 
scheduled contractor to get the item needed. 
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Mr. eee Does that in any way restrict competition ? 
Mr. Grimstey. No, because the initial contract is a competitive 
ontract. , 

Mr. Forsyrue. The initial contract ? 

Mr. Grimstey. That’s right. 

Mr. Forsyrue. What happens after the initial contract? Then 
do you keep buying from that same source ¢ 

Mr. Grrmstey. You keep buying from that man during the term 

' the contract. Of course, there is one thing here that must of 
nacelles be brought out, that we have a ceiling. It is a ceiling in 
lollar volume that can be purchased off of that contract. 

It is a figure which has been arrived at that we consider anything 
larger than that should not be bought from a term-type contract, but 
should be advertised for specifically to bring everybody back into the 
picture. 

Mr. Forsyrue. What is that break-off point ? 

Mr. Grimstey. It varies. It varies in different commodities. 

Mr. Exxiorr. In the larger commodities a loose rule of thumb is a 
carload lot. 

Mr. Forsyrne. A carload lot. Over how long a term do these 

pen-end contracts usually run? Is there any way you can give us 
an estimate in terms of years or months? 

Mr. Exxiorr. One year, sir. One year usually, and sometimes for 
less. I don’t think we ever make one for longer than a year. 

Mr. Forsyrur. I have a particular question here because it has 
come to the committee’s attention, and that is why I requested that 
somebody from the Building and Construction Division come along. 

Very briefly it is this: We have various stone deposits throughout 
the United States, Indiana, Minnesota, Colorado, Tennessee, Alabama, 
and other States, and in the construction of Federal buildings, in 
the invitations to bid or invitations to submit proposals where sand- 
stone or limestone is used, the complaint is that always these speci- 
fications say “Indiana limestone or equal.” 

Now the complaints come from the stone quarries from the other 
States. They say all they want is a chance to submit their bids and 
their proposals, but under this system for years and years literally 
and practically they have been barred from getting any business 
because of the “or equal” taking in that partic ular specification. 

Now it has been brought to our attention again recently, because 
there has been a lot of talk about a possible public-works program, 
the building of certain Government buildings. We want to find out 
where do we go to start getting information concerning that “or equal” 
specification. Does it rest with, we will say, the General Services 
Administration or with the architectural engineer or who? That is 
the question we want to start with. 

Mr. Exxiorr. Well, I will answer that question, and we are not 
going to duck responsibility. It rests with us. 

We, of course, as you know, have had a limited, new building pro- 
gram over the last 10 or 15 years, and if and when we have another 
we will use a number of private architects, and I am sure that each 
architect will have his own ideas of esthetics, and he may wish to 
specify some particula” products, and I am not talking merely about 
stone, but we can’t duck our basic responsibility. 
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After all, he will be our architect. our adviser. so basically the 
responsibility, sir, will be with us, and if the private architect does 
something restrictive, it is our fault. 

Mr. Forsyrie. Well, can the committee and you get together start- 
ng very soon and try and vo into this and make a study of it, and see 
{f we can’t arrive at some solution for these other quarries ¢ 

Mr. Ex.icrr. We certainly can, Mr. Forsythe. This is not a com 
plete answer, of course, but Mr. Chamberlain can give you a short 
explanation of what the present situation is, if you will, Mr. Chamber- 
lain. 

Mr. CHAMBERLAIN. I can 

. part of the General Services Administration, we are operating 
under an agency order which prohibits such a thing, and so far as 
I know, we have never specified stone in such a category. 

We break them down into the different types, and we break them 
down in such a way as to get competition, and you have the element 
of price. For instance, speaking of the Indiana stone, we describe 
that as oolitic limestone, and that is produced in Indiana and Ken 

icky and Alabama. 

The Alabama and Indiana stone are quite competitive in this part of 
the country, and if we were asking for the Minnesota stone, that is a 
semicrystalline dolomite. The two stones are not at all alike and 

he Minnesota stone is a lot more expensive. The same thing applies 
getting the crystalline limestone from Missouri and Arkansas 
We use a descrip ‘tive term which is recognized by the trade, so when 

e go out and ask for bids on a semicrystalline dolomitic stone of : 
ertain color, they know that it comes from Minnesota. That is the 
only source of supply, but we get competition from the quarries in 
Minnesota, and the same way with the crystalline limestone from 
Missouri and Arkansas. 

We have Batesville and Carthage and Joplin and another quarry 
in Joliet, I]. They are competing on that type of stone. But if we 
called for a crystalline dolomitic limestone of a buff or cream color, 
Indiana couldn't get into it. They do not have the crystalline dolo- 
mitie limestone. 

Theirs is oolitic, and by the same token, if we called for oolitic 
limestone, Minnesota couldn't vet into it. 

Now the selection of oolitic or dolomitic involves at least two factors 
One is the overall policy to favor local materials, so that if we had a 
project in Minnesota we would undertake to favor Minnesota products 
that were local, sometimes covering a radius of about 200 miles, but 
the element of price might prohibit the use of the Minnesota stone. 

So in order to get a stone-faced building the base bid might be based 
on the Minnesota stone, with an alternate price for another stone. 
(nd in order to get a stone-faced building, the award might not 
include the Minnesota stone, but that would be simply for lack of 
money. 

Mr. Forsyrne. There is an attempt, and at least in your knowledge 
o, I won't say to favor, but at least give the local quarries an ample 
opportunity to come in and present their stone and sell their stone for 
building in their area. 

Mr. CuHampertarn. Oh, yes. For many years we have maintained 
a display room of all these different stones and products that is open 


speak only for the central office because, 


; 
\ 
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he public as well as Government agencies, so they get the benefit 
that broadcast of information concerning their products, but when 
omes to actually using the stone, we as specification writers, oper- 
under certain directives. 


[f the architect or the designer wants a limestone-faced building. 
Ss up to him to indicate whether he wants oolitic, whether it will 
ea buff or agrayv ora variegated, and we have to specify accordingly, 


our problem IS to develop a des ription that is known to the trade 
will still be competitive and not confusing. So we have always 
ked in close harmony with the producers of these various products, 

Mr. Exusorr. I would like to say there is one situation, Mr. Cham- 
iin, Where we possibly have advertised only for buff oolitie or 

diana stone. and that would be where we were remodeling a building. 

Mr. Forsyrur. Which already had that type of stone. 

Mr. Exniorr. Which already had that type of stone in it, and there 
as necessary to put it in to be consistent, but I think, Mr. Cham- 
lain, that is the only situation. 

Mir. CHAMBERLAIN. The stones from the different States would be 


1 


ticeably different if vou got them in the same building. 


] 


Mr. Forsyrur. Mr. Elhott, do you think we could get from you not 

tter but something analyzing this so we could answer these people ? 

Mr. Exutorr. Yes, sir. 

\Miv. Forsyrne. If you could give us examples of how you clo buy 

try to purchase from the local quarries in a given area, any and all 

formation would help us to frame an answer to these people, and I 

ould appreciate that very much. 

Mr. Exzxsorr. We certainly will, Mr. Forsythe. 

Mr. Forsyruer. I think our queries are going to increase as the talk- 

v of building increases. 

Mr. Exxiorr. And in turn, if the committee has k»owledge of any 

peciti complaints. that is if someone has rather toan making the 
ceneralized complaint, come in and said, on such and such a contract, 

h and such a building, we would sure like to know, and we will 
inswer the specific as well as the general. 

Mr. Forsyrur. We are trying to find that out. As yet we haven't 
gotten any specific information. They are talking in terms of the 
t and then projecting it into the future, so if we get any specific 
complaints we will relay them down to you, 

I just have one more thing. Would you submit to the committee 
iose charts that we looked at yesterday, the ones on the purchase end 
ind any other material that you want to leave with the committee, 
Mr. Elliott, we will be glad to have. Just give those to the reporter. 

(The documents above referred to are as follows :) 


Maren 1950 


STONEWORK 


INSTRUCTIONS FOR USE OF STOCK 
1. The following information should appear on the drawings: 

(a) The location and extent of each kind of stone. In naming limestones, 
give the kind (oolitic, crystalline, semicrystalline dolomite, coquina). In the 
ase of oolitic limestone, give the grade (select, standard, rustic). In naming 
three or more granites, make selections that are competitive. 

Note.—The term “variegated” as applied to oolitic limestone is a color (not 
a grade) and should be noted as “select variegated gray and buff” or as “stand- 
ard variegated gray and buff.” The rustic variegated is included in the next 
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lower grade of Indiana limestone which is called Gothic. In general, P. B. § 
does not recommend Gothic grade for publie buildings. 

(b) Color. See paragraph headed “Kind of Stone” in the stock specification 
and specification data below. 

(c) Finish. When sawn finish is desired for oolitic limestone, chat sawn 
is recommended in preference to shot sawn. 

Notre.—For further information regarding (a), (0b), and (c) above, see design 
data drawings Nos. 28-80-15 (granite), 28-30-31 (limestone), 28-30-32 (sand- 


va 
29 


stone) and 28-30-33 (greenstone). 

(d) Flagging. Indicate by kind and color according to location, leaving it t 
the specifications to eliminate the soft stones. For example: Bluestone, bluish 
gray. Bluestone in mixed shades of gray, gray-green and gray-red. Sandstone 
in variegated buffs and grays. Granite, gray. Granite in mixed shades of 
gray, buff and russet. 

(e) Standard details applicable to the work. 

(f) Thicknesses are nominal and subject to a plus and minus tolerance of 
not more than one-quarter inch for marble, limestone, and sandstone and 
three-eighths inch for granite. 

For bonded work, the nominal thicknesses are 4 inches and 8 inches and the 
height of the thin courses should not exceed 32 inches (S times the nominal 
thickness). When alternate courses are bond courses, the thin stones are not 
anchored. When every third course is a bond course, the lower thin cours 
must be anchored. 

For veneered work, the nominal thickness is 4 inches for heights up to and 
including 48 inches. For higher courses, the nominal thickness is increased 
three-fourths inch for each additional 12 inches or fraction thereof in height. 

Veneers thinner than 4 inches are permissible for special features in limited 
areas, but should not be less than 2 inches (nominal). Granite veneers with a 
nominal thickness of 244 inches have been used within 15 feet of grade, but the 
height of the stones should not exeeed 12 times the nominal thickness. 

2. Specification data. 

(a) Check the drawings and make sure that exterior stones have been clearly 
noted as to kind, color, and finish. 

(b) Naming of stone: 

(1) When all exterior stones and granites are noted by description only (none 
named), delete paragraphs 3,3 (a), 3 (b), and 4. 

(2) When any exterior stone or granite is named and such naming does not 
include 3 or more granites for the same purpose or location in the work, delete 
paragraphs 3 (a) and 3 (bd). 

(3) When 3 or more granites are named for the same purpose or location in 
the work, delete paragraph 3. Retain paragraph 3 (a) even though none of 
the other exterior stones is named. 

(c) Kind of stone: The subparagraphs may be deleted when the notes on the 
drawings are correct and adequate. In any case, they serve as a checklist of 
descriptions as follows: 

(a), (b), and (c) refer to Indiana, Kentucky, and Alabama stones. 

(d) refers to Kansas and Texas stones, except that the term “light gray” 
is not used for the Kansas stones. 

(e) refers to Alabama stones only. It is to be used with an option or 
alternate, as instructed. 

(f) refers to Arkansas, Missouri, and Illinois stones. 

(g) refers to Minnesota stones. Note that when Winona or equivalent 
Minnesota stone is desired, it is of buff color and described under 6 (e) as 
“of fine and uniform texture, with moderate range of variation in color.” 
See design data drawing 28-30-31. 

(h) refers to Florida stones. 

(i) describes most sandstones used by P. B. 8. 

(j) refers to Virginia sandstone. 

(d) Quality: The requirements specified are based on information furnished 
by the industry and other technical data. 

Bluestone: See paragraph 6 (j). Values in the upper register apply to 
Pennsylvania bluestone and North River New York bluestone. Values in the 
lower register apply to Kentucky bluestone and Genessee Valley New York 
bluestone. 

(e) Finish: The finishes specified are suggestive. When the finishes are 
clearly noted on the drawings ,it is not desirable to repeat them in the specifica- 
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s. Smooth machine-dressed finish for limestone is more economical than 
oth rubbed finish. 
(f) Anchors and anchorage: Check carefully with the drawings. Bonded 
rk requires relatively few anchors. Veneered work requires anchors for 
ery stone. Requirements for veneers are based on design data drawings 
6-1 to 29-6-7. 

a) Cast stone: When the drawings show a relatively small amount of cast 
ne in combination with natural stones, the use of paragraphs 46 to 51 is 
cested. 

) Rubble: This specification is for cut stone and makes no provision for 
blework. 

) Cleaning: When all of the stone facing is new, use paragraph 41 and 
ete paragraphs 41 (@) to 44 inclusive. 
When all of the stone facing is old, or a combination of old and new, delete 
agraph 41 and use paragraphs 41 (a) to 44 inclusive. 
Wet-sandblast cleaning as specified elsewhere is sometimes used for cleaning 
1 buildings, but only after a preliminary investigation by, and on the recom- 
dation of, qualified engineers. 


GENERAL SERVICES ADMINISTRATION, 
PUBLIC BUILDINGS SERVICE, 


March 1950. 


SECTION 
STONEWORK 


General.—For location and extent of each kind, color, and finish of stone 

equired, see drawings. Except as otherwise limited by specific reference, the 

m “stone” as used herein shall apply to all exterior granite, stone, cast stone, 
marble required by the contract. 

Stone shall be so delivered, piled, and handled at all times as to protect it 

m damage. The patching or hiding of defects shall not be permitted. Any 

» chipped or stained on the face shall be redressed or cleaned to remove all 

races of such defects before it is set in place, or new stone shall be furnished. 
stone shall be redressed to more than one-fourth inch less than the minimum 
kness allowed under the contract. 

Vaming of stone-—The naming of marbles, granites, or other stones is for 
purpose of indicating the type that is required, but is not intended to exclude 
marbles, granite, or other stones, which in the opinion of the Service, are so 
rly like those named that they will give practically the same effect. 

3a. Naming of stone-—The naming of marbles or stones (other than granites) 

for the purpose of indicating the type that is required, but is not intended to 

lude any marbles or stones (other than granites) which, in the opinion of 

Service, are so nearly like those named that they will give practically the 

me effect. 

ib. When 8 or more granites are named for the same purpose or location 

the work, 1 of the granites so named shall be used, the selection being at 

option of the contractor. This provision shall supersede anything to the 
trary in article 14 of the general conditions. 

t. Any action taken by the Government under the provisions specified above 

ill not be construed as establishing a precedent or affecting the action taken 
y the Government under similar provisions in any other contract. 

Kind of stone.—See notes on drawings. 

) Limestone shall be oolitic, Standard or Select grade and gray or buff color. 

) Limestone shall be oolitic, Rustic grade and gray or buff color. 

(c) Limestone shall be oolitic, Standard or Select grade, with a combination 
f buff and gray color tones in approximately equal proportions throughout the 
vall surfaces. Both colors on the same stone will be permitted. The very 

rk shades shall not be used. 

(d) Limestone shall be oolitic, Standard or Select grade and light gray or 
ream color. 

imestone shall be oolitic, Standard or Select grade, with a gray or buff 
vein running with the bed. 

(f) Limestone shall be crystalline, selected grade, and light gray color 

(7) Limestone shall be semicrystalline dolomite of buff gray or cream yellow 
olor. 
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Limestone shal] be white coquina 

Sandstone shall be siliceous and light gray or buff color. 

Sandstone shall be siliceous and of light gray color, clouded with buff 

For marble, bluestone or greenstone, granite, see notes on drawings. 

Li Stone shall be sound and durable, free from quarry sap, dr) 

and mineral stains; color and texture to be within the range of variations 
fied and represented by the approved samples. Natural variations in color 

ind markings chavacteristic of the material that do not, in the opinion of the 

service, impair its :trength or durability nor mar its appearance will be admitted 

Stock that is to be carved shall be selected for fine and uniform grain. 

(a) Oolitic limestone: Select grade shall be of fine, uniform texture and free 
from pits, holes, honeycomb, or similar surface imperfactions. Occasional fine 
calcite streaks (less than one-twentieth inch wide) and small calcite spots may 
occur; also occasional pitholes less than one-fourth inch in diameter, provided 
there is not more than the equivalent of one such pithole to any 10 square feet 
or surface area 

(}) Oolitic limestone: Standard grade shall be of fine to medium texture 
A moderate range of variation in color and texture is permissible. Surfaces that 


will be exposed shall be free from coarse or honeycomb formation. A limited 
: 


ia 


hl 


iber of sma natural defects on finished surfaces are permissible, if well 
‘ibuted, as follows: In any 30 square feet of surface area, small pit or shell 


gating not over 1 square inch and either 1 white calcite streak less 
than three-sixteenth inch wide, or 1 glass-like calcite streak less than three-thirty- 
second inch wide 

(c) Oolitic limstone: Rustic grade shall be of coarse grain, with a varying 
amount of crystalline calcite intermixed, including stone with moderate honey 
comb formation and streaks of fine texture. A considerable range in variation 
of color and texture is permissible. The very dark shades and coarse cellular 
formation like travertine are not permitted on surfaces that will be exposed. 

(7) Crystalline limestone shall be selected for fine, uniform texture and free 
from “stun,” dry seams, mud seams, porous streaks and similar defects on 
exposed surfaces. The general color shall be uniform on finished faces. The 
light veining characteristic of this stone will be admitted, but such veining on 
exposed faces shall be tight and sound and not more than one-fourth inch in width 
from point to point. When the stone is set on the natural bed, none of the 
veining in the faces shall show within 2 inches of exposed top surfaces or soffits, 
and none of the veining shall intersect exposed top surfaces or soffits. When 
the stone is set on edge, none of the veining shall be closer than 1 inch to the 
principal face of the stone and no yeins shall intersect the principal face. 

(e) Semicrystalline dolomite limestone shall be of fine and uniform texture, 
with moderate range of variation in color, of fine to coarse grain, with cellular 
formation like travertine intermixed and with moderate range of variation in 
color. 

(f) Coquina limestone shall be a coarse, porous formation, consisting of strati- 
fied shell and/or fossil fragments cemented together with finely divided calcium 
carbonate, and white or nearly white in color. 

(g) Sandstone shall be a siliceous sandstone of fine to medium grain. It shall 
be not less than 90 percent silica, have a crushing strength of not less than 5,000 
pounds per square inch, of uniform texture and free from clay spots and coal 
streaks. A moderate range of variation in color, but without sharp contrasts 
between contiguous stones, is permissible. 

The sandstone shall come from quarries that have been opened long enough 
so that the inspection of buildings more than 15 years of age in which the 
material of the quarries has been used will prove its durability and weathering 
qualities. 

(h) Marble shall be sound, of uniform and favorable working qualities, and 
require no sticking, waxing, or filling for polished finish, regardless of the finish 
required by the contract. 

The stock used for polished or honed finish shall be so selected at the mill 
that when set in place a harmonious balance or grouping of color and markings 
will show on exposed surfaces. 

(i) Greenstone shall be Actinolite-chlorite Schist, a crystalline green rock 
showing a definite crystal pattern, or other stone having like characteristics. 
For ashler or spandrels it shall be sawn parallel with the natural bed. For 
steps, platforms or floor work it shall be sawn at right angles to the natural bed, 
with the edges of the Actinolite crystals showing on the traffic surface. 
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Bluestone shall be a natural, siliceous, sedimentary rock, gray or blue-gray 
color, with a fine even grain and possessing the following properties: Weight, 

0 or 160 pounds per cubie foot; compressive strength, 15,000 or 20,000 pounds 
er square inch; abrasive hardness, 11 or 15; each as a minimum on a dry basis. 
ts porosity shall not exceed 6.4 percent, and its absorption shall not exceed 
26 or 1.6 percent of its dry weight. 

;) Granite: The stock used for polished or honed finish shall be so selected 

t the mill that when set in place a harmonious balance or grouping of color and 
markings will show on exposed surfaces. 

7. Shop drawings.—Cutting and setting drawings shall be submitted for 
approval ; no stone to be cut until cutting drawings are approved. Drawings shall 
show the jointing and bonding, connection with other work, typical and special 
anchoring and the sections, dimensions, and setting number of each stone. 

8. Cutting.—Stones shall be out of wind on the face; true to size, shape and 
profile; with flat planes, sharp lines and arrises and finished as specified. 

foldings shall match perfectly at joints. Beds and joints shall be straight and 

right angles to the face and (except for granite) shall be full and true over 
their entire area. 

9. Beds and joints of granite shall be cut full and square for a distance of 2 
inches back from the face, from which point they may fall off not to exceed 1 
inch in 12 inches and shall be reasonably free from large cuppings or depres 
sions. Backs shall not vary more than 1 inch from vertical. 

10. When not otherwise required by the drawings, sandstone and similar strati- 
fied stone which experience has shown to weather better when so placed, shall be 

it for setting on its natural bed with strata horizontal. 

11. Stones resting on or against structural work shall have beds shaped to fit 
the support and be backchecked as required, but without impairing the strength 
or bearing capacity of the stone, 

12. The following requirements govern unless otherwise shown: Joints to be 
plumb and level and uniformly 44-inch wide. No stone to have less than 4-inch 
bed. Stone at grade to extend at least 4 inches below grade. Reveals of open 
ngs to be without vertical joints. Returns to be cut from the solid and bonded 
lternate courses. Allow at least 4 inches for backup work where it occurs 
Beds of stone trim to coincide with horizontal brick joints. 

13. Exterior sills, copings, projecting courses and similar stones with exposed 
top surfaces shall be cut with a wash; also with raised seats or lugs to form 
evel beds for any masonry or metal work built upon such stones. Window sills 
to have raised fillets at the back. Provide drips (to shed water) on projecting 
stones which have wash surfaces, 

14. Moldings or projections subject to pressure shall have seats cut on the 
upper surface to receive the weight of the work above ; the outer edge of the seat 
to be kept back a sufficient distance to protect the outer edge of the stone. 

15. Holes and sinkages shall be cut for all anchors, cramps, and dowels as 
required. Stones 4 inches and more in nominal thickness and weighing more 
than 100 pounds shall have Lewis holes cut at least 2 inches from any soffit or 
exposed face. Provide reglets for sheet metal where required and as shown by 
details. 

16. Copings of parapets shall have sinkages in the bed for cramps at vertical 
joints. Top rails of balustrades shall have dowels in joints over balusters and 
cramps in the bed at vertical joints over solid masonry. 

17. Balusters and similar isolated stones more than 4 diameters in height shall 
have dowels at top and bottom. 

18. For holes and sinkages for railings on steps and copings, see standard 
details. 

19. Stone curbs and copings at grade shall be in sections at least 5 feet 
long, except as otherwise shown. End joints of area copings shall be made on 
the returns and fitted with cramps. See details. 

20. Carving shall be done in a correct and artistic manner and shall reproduce 
the spirit and intent of the models or details furnished. Letters, numerals, 
and incidental points shall be clean cut to perfect outlines and with smooth, 
incised surfaces. For inscription on corner stone, see details. 

21. Finish.—Carved work shall be left as it comes from the tool. The finish 
on other exposed surfaces shall be as follows or noted on the drawings: 

Granite; 6-cut or equivalent sawed work, except 4-cut or equivalent sawed 
work on curbs. wheel guards and copings at grade; sawed work to be cleaned 
with sandblast at the mill. Wash surfaces not subject to traffic shall have a 
rubbed finish. 
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Granite so indicated shall be polished or have a fine rubbed finish. 

Limestone ; smooth machine-dressed, free from tool marks and other imperfec- 
tions; sand-rubbed (wet process) on all wash surfaces. 

Limestone: finished smooth equal to sand-rubbed. 

Sandstone; finished smooth, free from tool marks and other imperfections. 

Bluestone; finished smooth equal to sand-rubbed, except flagstones for walks 
and paving to be natural cleavage varying not more than 4% inch from true plane 
and with pitched or sawed edges. 

Greenstone; standing work to be sand-rubbed, honed or sawed, polished 
steps, platforms and floor work to be No. 120 grit, sawed, or sand rubbed on 
the traffic surfaces, with risers to match adjoining standing work. Sawed work 
to be cleaned with sandblast at the mill. 

Marble; bush-hammered, except mouldings shall be planer finished or axed 
or sand-rubbed, except mouldings shall be smooth machine dressed. Stones so 
indicated on the drawings shall be polished, axed, honed. 

22. Anchors, bolts, and cramps shall be of steel and wrought iron and hot-dip 
zinc-coated after forming. Sizes specified are minimum. 

(a) Anchors into masonry: *¢ by 1 inch in section, extend into the backing at 
least 4 inches, and 8 inches where practicable, with wall ends turned 1% inches 
and outer ends bent 1 inch into the stone 

(b) Anchors to concrete; shall consist of an anchor and a zinc-coated slot or 
insert. The s'ot or insert shall be built into the concrete and develop the full 
strength of the anchor without breaking or pulling loose from either the anchor 
or the concrete. 

Slots shall be continuous, 0.024 inch thick, dovetail in section and with a posi 
tive shoulder at the opening which shall! be at least 54-inch wide. 

Anchors to slots: %6 by 1 inch in section, outer end bent 1 inch into the stone, 
vall end dovetailed to fit the slot. minimum section area at the next 0.10 square 


inch. 
Inserts shall be cup shaped, of metal 0.024 inch thick, and include a U-shaped 
nchor of °4-inch diameter stock, 5 inches high on the face and with bent ends 
tf inches into the concrete. The bent ends of the anchor shall rotate 
itally through an are of. not more than 30 
ors to inserts: *-inch diameter stock, with wall end hooked around the 


f the insert and the outer end bent 1 inch into the stone. 
is anchors; *4-inch diameter and extend at least 31% inches into the 


Cramps; °4 by *% inch by 10 inches long after bending, with ends turned 1 

inch into the stone 

(e) Expansion bolts; % inch diameter and extend 21% inches into the stone. 

(f) Special anchors: For stone veneer less than 4 inches nominal thickness ; 

‘2 inch diameter rod, the outer end welded to the center of a disk 3 inches in 
liameter and 1% inch thick, the wall end turned 1% inches for masonry, or 
threaded to an adjustable dovetailed anchor secured by lock nuts for concrete. 

(z) For special anchors of projecting stones, see typical details. 

(h) Relieving angles are included under “Structural metal work.” 

23. Dowels not otherwise specified, shall be 3 inches long and cut from ° inch 
red brass pipe of iron pipe sizes. Dowels in relieving angles shall be 4 inches 

»} 


zy, cut from *4 inch diameter steel rods and hot dip zinc coated. 
24. Anchorage Bonded work: Every stone that is not a bondstone shall be 
anchored, except stones not higher than 8 times their thickness which are im- 
mediately below and in full contact with. bond stones. Stones of moldings and 
helt courses which project more than three-sevenths of their total horizontal 
depth shall be anchored. Projecting stones of cornices shall have special anchors, 
unless the center of gravity of the stone itself falls not less than 2 inches inside 
the exterior face of the load-carrying portion of the wall below. 

24a. Anchorage Veneer: Every stone shall be anchored. 
25. Anchors shall be spaced not more than 24 inches on centers in the horizontal 

its. Each stone shall have not less than two anchors or shall be dowelled at 
ch end to an anchored stone. Each stone higher than 10 times its nominal 
thickness and each stone (not a bond stone) resting on a base ledge or relieving 
angle shall have not less than 2 dowels in the bed joint in addition to anchors 
in the top joint; the dowels being spaced not more than 24 inches on centers 
and set between the anchors of the stone below. 

26. Mortar.—Use class D for setting and pointing limestone, sandstone, and 
marble. Use class B for setting and pointing all other exterior stone, except 
class A shall be used for granite paving and fof steps and platforms. 
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27. Plastic calking compound, Federal Specification TT—C—598, shall be mixed 
proper consistency at the factory, delivered in sealed containers and used 
rding to the manufacturer’s printed directions without the addition of any 
er material. 

28, Setting.—Street curbs and lot copings shall be set to accurate lines and 
ides; vertical joints to be close and without mortar. All other stone shall be 
aned, then sponged or drenched with clean water just before setting. Set 
h stone plumb, level, and true to line in a full bed of mortar and tap home 
a full, even bearing. All joints shall be one-fourth inch wide, filled with mor- 
full depth (except on wash surfaces) and raked out one-half inch deep on 
face as the stone is set. If wedges are used, they shall be of soft wood soaked 
vater and be removed when dry. Faces of stone shall be kept free of 

ortar. 

29. Vertical joints of projecting courses with more than 3-inch wash, top rails of 
ustrades, blocking courses, parapet copings and uncovered cornices shall be 
ed with mortar to within one and one-half inches of the top, except where 

ansion joints occur. 

30. Stone facing shall not be built up more than two courses above the back- 
ing, and no stone having a greater depth of bed than the one below it shall be 
et until the lower course is backed up. 

31. The backs of limestone and marble shall be plastered while damp with 
ne-half inch of setting mortar which shall be allowed to harden before the stone 

backed up. When applied to previously erected structural work, the backs 

f stone and face of structural work shall be plastered with mortar to assure 
full joint. Back-plastering may be omitted if class D mortar is used through- 

out the back-up work, but this option does not apply where the back-up work is 

concrete. 

32. Stones with considerable projection or overhang shall be securely braced 

il the mortar has set and the construction above is in place. Arches shall be 
rned on rigid centers. 

33. Lug sills shall be bedded at the ends only, and after the walls are built, the 
‘ints under the sills shall be filled and pointed. Steps and platforms shall be 
set with 2 pitch to the front of one-eighth inch per foot of width, when not other- 
wise indicated. 

34. All anchors, bolts, cramps, and dowels shall be accurately set and adjusted, 
nd the holes and sinkages filled with mortar. 

35. The grouting and calking of outside frames are included under “Mortars, 


86. Pointing.—All face joints and the joints in washes up to 3-inch projection 
shall be cleaned out not less than one-half inch in depth, wet thoroughly, and 
pointed full and flush with pointing mortar. 

37. The horizontal joint at the top of each projecting course shall be cleaned 

ut 1 inch in depth and filled solid with plastic calking compound. Face joints 

the bottom edge of parapet copings shall be filled in a similar manner to a 

pth of three-fourths inch. 

38. Joints in the washes of courses with more than 3-inch projection, top rails 
of balustrades, blocking courses, parapet copings, and uncovered cornices shall 
ie filled solid to a depth of 114 inches with plastic calking compound. 

39. Filling of flashing reglets is included under “Sheet metal work.” 

10. Expansion joints.—Blocking courses, parapet copings, and top members of 
cornices more than 75 feet in length shall have expansion joints every 40 feet, 
consisting of a continuous gasket of plastic calking compound at least 2 inches 
wide and one-fourth inch thick showing on all edges. 

11. Cleaning.—After the completion of the setting, all stone shall be cleaned 
with stiff fiber brushes, using soap powder boiled in water, and the stone rinsed 
with clean water; the soap solution to be cold when used. Cleaning shall com- 
mence at the top and continue progressively down the face of the building. 

tla. Cleaning.—After the completion of the setting, all stone of the present 
building and the extension shall be cleaned by any of the following processes, 
the process depending on the finish, hardness, and condition of the stone: 

(a) Serubbing by hand, using suitable brushes and liquid-soap solution, then 

nsing the stone with clean water. 

(6b) Serubbing with power-driven, rotating brushes of proper material and a 
suitable cleaning compound or solution. 

(¢ {pplication of steam, using either the live-steam or cold-steam process, 

iiteble cleaning compound or solution as necessary to clean properly. 
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42. The brushes shall be of bristles, vegetable fiber, or fine stainless steel wire, 
depending on the finish, hardness, and condition of the stone, and shall be selected 
for their efficiency in cleaning with the least possible injury to the surface of the 
stone. 

43. Any compound, fluid, or solution used as cleaning agent shall be free from 
injurious acid or any ingredient that will damage the stone and a quart sample 
shall be submitted for the approval of the Service. The cleaning agent for granite 
will be ammonium fluoride or ammonium bifluoride used in the proportion of 
one-half pound of crystals to 1 gallon of water and without the addition of any 
acid. 

44. Cleaning shall commence at the top of the stonework and continue pro- 
gressively down the face of the building. The stone shall be thoroughly wet 
before cleaning and shall be washed entirely free of all cleaning agent after 
cleaning. 

45. Flagstone for paving shall be sandstone, bluestone, or granite having a 
natural clcavage surface varying not more than one-eighth inch from a true plane 
and with sawed pitched edges. When tested by methods adopted by the Na- 
tional Burvau of Standards, the stone shall show on a dry basis an abrasive hard- 
ness of not less than 15 and a compression strength of not less than 15,000 pounds 
per square inch. A full range of color is required. 

45a. Setting flagstones.—Flagstones shall be set in random pattern, as shown, 
over a concrete base; the total thickness of setting bed and flagstone, from the 
top of concrete base to finished surface of flagstone, shall be not less than 2% 
inches unless otherwise shown. The setting bed shall be raked just before setting 
stone, and the back of stone shall be parged with cement mortar before setting. 
The flagstone shall be worked into place, set flush with abutting work, and shall 
have true uniform planes between the established elevations. After flagging has 
been set it shall be protected so that no further pressure is exerted on stone until 
mortar has set. 

46. Cast stone shall comply with Federal specification SS—-S-721, either type I 
or type II, and be the product of an established plant having capacity and facili- 
ties for producing acceptable cast stone of the required quality, finish, and quan- 
tity without delaying the progress of the work. 

17. The contractor shall furnish the construction engineer a certificate in tripli- 
eate with each shipment of cast stone, stating that it has been properly and 
thoroughly cured at the plant. The certificate to be signed by the manufacturer, 
give the name and location of the project, the name and address of the contractor, 
and the date and quantity of shipment. Certificate is not intended as a substitute 
for test samples. 

48. Aggregates to a depth of not less than 1 inch on exposed faces shall be 
irregular shaped granules or nodules (not thin chips) with secure bond in the 
matrix. They shall be selected and proportioned for color and properly graded 
for sizes to produce the required effect. All fines passing a No. 80 sieve shall be 
eliminated. Exposed aggregates shall be well distributed and shall occupy not 
less than 70 percent of the total exposed surface. Finishes shall be obtained by 
mechanical means. Where a smooth finish is required, the surface shall be etched 
sufficiently to remove any cement film and leave the aggregates exposed. 

49. Color pigments for tinted matrix shall be chemically pure manufactured 
mineral oxides having a specific gravity similar to that of the cement. They shall 
be of such fineness and tone that the total quantity used to produce the desired 
color of matrix when dry shall not exceed 5 percent of the weight of cement used. 

50. Stones shall be out of wind on the face; true to size, shape, and profile; with 
flat planes, sharp lines, and arrises. Moldings and ornament shall match per- 
fectly at joints. 

51. Requirements for anchors, anchorage, setting, and cleaning shall be the 
same as the applicable requirements specified for natural stones in similar 
locations. 














A PARTIAL LIST OF WELL-KNOWN LIMESTONES AND THEIR CHARACTERISTICS 


KIND GRADE COLOR LOCATION OF QUARRIES LIMESTONES KNOWN AS: FINISHES 


pe 


Standard 











Alabama Rockwood, Darlington. 


Indiana Indiana. 







Kentucky Sowling Green, 


Kansas Silverdale. 
| Sees as sh baton — tah 


Alabama 





Rockwood, Darlington. 





"Buff" 
"Gray" 






Indiana Indiana, Shot sawn 
Chat sawn. 
— — on 
ome tn, ma 
fa Y ¥ 4 sced 
Kansas Ss iressed. 
"Cream" Smooth, eq 
Oolitic Texas Cordova, Cedar Park. to sand-rut 


"Light gray" 
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| Alabama = fRockwoe "? pera. 
Indiana Indiana. - 












Variegated ** "Buff and gray” 


Kentucky Bowling Green. 
wtin "Buff vein" ; 
* Oolitic Standard ‘ a Alabama Rockwood, Darlington. 
Gray vein 
Arkansas Batesville, 











* Crystalline Select "Light gray” Illinois 


Joliet, 
Missouri Carthage, Joplin, Phoenix. 


"Buff" 

























ae era ts Minnesota Mankato, Kasota, Mansota. | Polished 
* Semi-crystalline "Yellow" 
dolomite 
Fine uniform texture "Buff" Minnesota Winona. 







2awn. 
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Coquina, Plorida Key. 


| machine 


"Nearly white” 
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f. Darlington. 
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Cedar Park. 


Shot sawn. 

Chat sawn. 

Sand sawn. 
Smooth, machine- 
dressed. 

Smooth, equal 

to sand-rubbed. 
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gE 
d, Darlington. 


Joplin, Phoenix. 


Sand-rubbed. 
Honed. 
Mansota. Polished. 


Sawn. Smooth, 
machine-dressed. 


, or when specifically 
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Linestone "KIND": "GRADE": "COLOR": 














chart on Design Data 28-30- 









Select from chart on Design Data 28-30- 
31, Sheet 2. Schedules shall not in- 
clude finishes for wash surfaces or 
carved work, as these finishes are 
covered by specifications. 


“JOINT COLOR”: 














State color, as “Gray” 
color of stone", etc. 


» "Buff", “Match 








HOW TO FILL IN THE ABOVE DATA 






"STONE": 
NOTE 









"Limestone". 
Joint width is stated:in specifications. 


always 1/4”. 








If all limestone is alike in all items 
of the above schedule, omit “ITEMS” and 
entry. Otherwise, list the applicable 

tems. Repeat the schedule each time 
there is a change in any item, and 
again enumerate the items to which the 
new schedule applies. 






REFERENCES 












(a) PBA Policy on use of local mate- 
rials. Consult Des. Data 28-1-39. 
(bo) Design Data 28-30-31, Sheet 2. 
(c) Planning and Design Manual (PBA) 
(d) PBA Stock Specification 
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PUBLIC BUILDINGS ADMINISTRATION, 
FEDERAL WORKS AGENCY, 
Washington, D. C., May 15, 19 


% 
‘ 


I 
? 


PLANNING AND DESIGN ORDER NO, 2-—SA 


Subject: Naming Granites 
fo: DD AD AE ME Ss ADM PC Mr. Ford 
The following shall apply (1) to all future projects and (2) to all current 
projects if this will not delay them or increase the cost of production. 
A. 8S. THORN, 
icting Supervising Architect 


On May 8, 1947, the Federal Works Administrator approved the following: 


AMENDMENTS 


“Supplementary to the order of the Treasury Department, dated October 7, 
1895, and amendments thereto approved December 15, 1927, and January 29, 
1982, which provide for the elimination of all requirements which demand from 
the successful bidder that he shall furnish specific materials or equal thereto, 
ete., and permit the naming of marbles, granites, and other stones for the purpose 
of indicating the type only, that order and the amendments thereto are hereby 
amended and modified, as follows: 

“When. granite is important in the architectural treatment of a building and 
a definite color tone and texture are desired, the Supervising Architect may 
limit by name on the drawings all granites which will be considered as meeting 
the requirements, provided not less than three (3) granites are named.” 


SPECIFICATIONS AMENDMENTS 


Supplementary to the order of this Department, dated October 7, 1895, which 
provides for the elimination of all requirements which demand from the suc- 
cessful bidder that he shall furnish specific materials or equal thereto, etc., that 
order is hereby amended to read as follows: 

The supervising architect may give on the drawings the names of marbles, 
granites, and other stones as indicating the color, types of markings, etc., which 
t is desired to use, accompanied by a note referring to the specification as to 
alternate marbles, granites, etc., permissible; further, that the specification shall 
contain an explanatory note worded substantially as follows: 

The naming of marbles, granites, or other stones on the drawings or in the 
specification is for the purpose of indicating the type that is required, but it is 
not intended to exclude any marbles, granite, or other stones which, in the opin- 
ion of the Supervising Architect, are so nearly like those scheduled on the draw- 
ings or named in the specification that they will give practically the same 
result 

Approved: 

(Signed) A. W. MELIDON, 
Secretary of the Treasury. 
JANUARY 29, 1932. 


SPECIFICATIONS AMENDMENT 


Supplementary to the order of this Department, dated October 7, 1895, which 
provides for the elimination of all requirements which demand from the suc- 
cessful bidder that he shall furnish specific materials or equal thereto, etc., 
that order is hereby amended to read, as follows: 

Provided, in specifying marbles, the supervising architect may give on the 
drawings the names of marbles as indicating the color, types of markings, etc., 
which it is desired to use, accompanied by a note referring to the specification 
as to alternate marbles permissible; further, that the specification shall contain 
an explanatory note worded substantially as follows: 

rhe naming of marbles on the drawings is for the purpose of indicating the 
type that is required, but is not intended to exclude any marble which corresponds 
in quality, color, form of marking, and in texture, to those scheduled on the 
drawings; full consideration, therefore, will be given to marbles obtained from 
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iarries selected by the contractor, provided they meet with the above 
quirements. 
Approved : 
(Signed) A. W. MELLON, 
Secretary of the Treasury. 
DECEMBER 15, 1927. 


TREASURY DEPARTMENT, 
OFFICE OF THE SECRETARY, 
Washington, D. C., October 7, 1895. 

The supervising architect of the Treasury Department is hereby directed to 
iminate from the specifications hereafter prepared in his office for the erec- 
on or repair of public buildings, all requirements which demand from the 
successful bidder that he shall furnish certain specific materials or “equal 
hereto,” and shall not use*in connection therewith the name or designation 
f any individual, copartnership, company, or corporation. 

The said specifications must state in sufficiently descriptive terms the kind 
nd quality of stone or brick desired, without reference to any particular quarry 
r manufacturer; but these and all other materials must be of the best quality 
for the purpose wanted and subject to the approval of the supervising architect, 
without however, naming any special make or brand of goods, or in anywise 
discriminating in favor of one specific kind of material as against similar 
material of equal quality. 

The supervising architect is further directed to settle definitely in his designs 
f public buildings the kind of material with which the walls are to be built, 
in order that controversies concerning the use of different materials may be 
avoided. 

This order shall take effect at once. 

Approved : 

(Signed) J. G. Cariisiep, Secretary. 
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Mr. Forsyrue. Have you attempted to work out any kind of a joint 
determination program with the Small Business Administration ? 

Mr. Exuiorr. We have not worked out one, sir, and the reason, very 
frankly, is this: As I said earlier, we feel that if you can remove some 
of these road blocks and let small business come in on equal terms with 
big business, that they can compete successfully in our type of 
purchasing. 

I am not trying to take in the whole Government or the military. 
I am just talking about our type of purchasing. And we feel that 
that being so, as long as we are able to do that, we should purchase on 
a competitive basis, and not get into joint determinations which are 

restrictive of competition, and necessarily anything that restricts 
competition tends to boost up the dollar cost to the Government. 

We are having conversations with the Small Business Administra- 
tion now along the line of looking to the possibility of joint determina- 
tions, but frankly to state our position on it, putting it at the end of 
the line rather than at the beginning. In other words, what we would 
propose is that by the commodity or product we will try these other 
measures of ours. 

Then if they fail, if they don’t produce for small business its fair 
share, we would be perfectly willing to go to joint determinations, and 
we are more than happy to have the Small Business Administration 
come in and review our purchasing commodity by commodity to see 
whether or not we are doing a job, or how we can improve it. 

But we do feel that joint determination was a remedy to help small 
business given by the Congress as an extraordinary remedy, and not 
to be used if normal, competitive methods will do the job. 

Mr. Forsyrue. Do you feel that in your experience, given an equal 
opportunity, small business will come off with its fair and just share of 
procurement ? 

Mr. Exx.iorr. We feel that way, sir, and we think our record has 
proven it out, but we are also going to review and ask the Small 
Business Administration to review with us our purchasing program by 
commodity and product, so that if that isn’t working in one case, then 
we will go to joint determinations. But if it is working without joint 
determination, we think that is the better way of doing it. 

Mr. Forsytue. All right, fine. That is all we have. 

The committee will take a 5-minute break. 

(Short recess — 

Senator Tuyr. Good morning everyone. 

Mr. Taylor, you may proceed. You are just now being introduced, 
are you not? You have not been introduced for the record ! 

Mr. Taywor. That’s right. 

Senator Tuyr. All right. Will you please state for the record the 
position which you hold, and you may proceed to make your statement. 
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STATEMENT OF GEORGE C. TAYLOR, ASSISTANT DIRECTOR FOR 
SUPPLY, DIVISION OF CONSTRUCTION AND SUPPLY, ATOMIC 
ENERGY COMMISSION, ACCOMPANIED BY PHILIP G. READ, 
SMALL-BUSINESS SPECIALIST, FRANKLIN N. PARKS, REPRESENT- 
ATIVE OF THE OFFICE OF GENERAL COUNSEL; AND JOHN A. 
DERRY, DIRECTOR OF THE DIVISION OF CONSTRUCTION AND 
SUPPLY, ATOMIC ENERGY COMMISSION 


Mr. Tayvor. I am George C. Taylor, Assistant Director for Supply, 
Division of Construction and mie at the Atomic Energy Commis- 
sion. On my right is Mr. John A. Derry, Director of the Division of 
Construction and Supply. On my left is Mr. Philip G. Read, AEC 
small-business specialist, and on his left is Mr. Franklin N. Parks, a 
representative of our office of General Counsel. 

We appreciate the opportunity to appear before this committee for 
the purpose of discussing the Atomic Energy Commission’s small- 
business program. The AEC is mindful of the declared policy of 
Congress as set forth in the Small Business Act of 1953, “that the 
Government should aid, counsel, assist, and protect, insofar as possible, 
the interests of small-business concerns in order to preserve free com- 
petitive enterprise.” Since a small-business program must be an 
integral part of an agency’s procurement program in order to be 
effective, we believe that a brief discussion of AEC organization and 
procurement will be helpful to the committee. 

The Atomic Energy Act of 1946 established the basic organization 
of the Atomic Energy Commission and designated the major programs 
to be carried out by it. These include programs for the production, 
ownership, and use of fissionable material to assure the common de- 
fense and security; and programs of research and development for 
more efficient production of fissionable materials, generation of useful 
power from atomic energy, utilization of fission: able and radioactive 
materials for medical, biological, and health purposes, and protection 
of military and civilian personnel against hazards arising from atomic 
oper itions. 

The Atomic Energy Commission took over the existing plant facili- 
ties from the Manhattan Engineer District in January 1947. Since 
the transfer the program has expanded until plant facilities in opera- 
tion or under construction have almost quadrupled. An important 
Commission policy decision has been to continue the Manhattan Engi- 
neer District practice of contracting with industrial concerns and 
educational and research institutions to construct and operate its facili- 
ties. Authority for this method of operation is explicitly provided in 
the Atomic Energy Act. The unanimous report of the special Senate 
committee that drafted the act stated : 

Wherever possible, the committee endeavors to reconcile Government monopoly 
of the production of fissionable material with our traditional free-enterprise 
system. Thus, the bill permits management contracts for the operation of Gov- 
ernment-owned plants so as to gain the full advantage of the skill and experience 
of American industry. 


It is our belief that the unique capacity of American industry to 
develop new, better, and more economical ways of doing things is one 
of the principal advantages that our Nation has in the atomic-energy 
program. 
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Responsibility for the execution and administration of contracts 
has been decentralized to nine operations offices and their area offices, 
This includes construction and related engineering, as well as operat- 
ing and research contracts. The AEC does not operate a central sup- 
ply system or maintain central supply depots for purposes of distribu- 
tion. Substantially all of the materials, supplies, and equipment used 
in the atomic-energy program are purchased by our contractors 
through normal commercial and industrial channels. AEC policy 
requires that procurement by its construction and operating con- 
tractors shall be effected by methods calculated to assure such full and 
free competition as is consistent with securing required materials and 
equipment and that a fair proportion of the total purchases shall be 
placed with small business. 

With this as a background, we should now like to state briefly the 
elements and operation of the AEC and small-business program. 

It is the general small-business policy of AEC that a fair proportion 
of required supplies and services shall be procured from small busi- 
ness and, in order to achieve the objectives of this policy, both AEC 
and its cost-type contractors have been requested to comply, to the 
maximum extent practicable, with the following specific AEC small- 
business policies: 

1. To achieve maximum participation of small business in procure- 
ments suitable for performance by small business. 

2. To include in procurements evaluated as suitable for perform- 
ance by small business, procurements for construction, repair and 
reconditioning as well as procurements for materials, equipment and 
supplies. 

3. To subcontract to small business those items which are suitable 
for performance by small business. 

4. To determine that qualified small-business concerns are not avail- 
able as subcontractors before endorsing requests for certificates of 
necessity. 

5. To give preference to small-business concerns not located in 
distressed labor areas over other than small-business concerns located 
in distressed labor areas. 

6. To apply the small-business policies stated in this section to 
groups of small-business concerns which have been authorized to 
operate as defense production pools and have been certified as small 
business by the Administrator of the Small Business Administration. 

7. To appoint a small-business representative in each operations 
office to contact small-business concerns desiring to do business with 
AEC. 

8. To advise small business regarding the policies, procedures, and 
activities of AEC and other Government departments and agencies 
concerned with the problems of smal] business. 

9. To cooperate fully with all departments and agencies engaged 
in small-business matters. 

Under our system of decentralized operations, AEC field managers 
are responsible for the development of suitable small-business pro- 
grams and procedures relative to the direct procurement of opera- 
tions and area offices and the procurement programs of cost-type 
contractors. Accordingly, each AEC field office has established small- 
business programs which are consistent with both the above policies 
and the scope and character of their purchasing activities. 
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Now, how does the AEC aid, counsel, assist and protect small-busi- 
ess concerns as required by the congressional policy? Regarding 
iid, I have noted that AEC has established a small-business program. 
The achievement of maximum practicable participation of small busi- 
ness is an element of every program. Small-business representatives 
have been appointed in each AEC field office and in the purchasing 
office of each major cost-type contractor. Since the AEC small-busi- 
ness program involves primarily the procurement activities of our 
wwajor cost-type contractors, the independent initiative and effort on 

e part of AEC field office small-business representatives is particu- 
arly worthy of mention. Procurement actions are examined to deter- 
mine if small-business concerns are present on source lists in all 
ases where the item is suitable for performance by small business. 
Additional qualified small-business concerns are sought where small- 
business competition is limited. In this connection, continuous con- 
tacts are maintained with the regional offices of the Small Business 
Administration. AEC offices are forwarding notices of invitations 
to bid to Chicago for inclusion in the Department of Commerce “Syn- 
opsis of United States Government Proposed Procurement and Con- 
tract Awards.” 

AEC counsels small-business concerns during their contacts with 
purchasing personnel and small-business representatives. This coun- 
seling activity was supplemented recently by the publication of a re- 
vised purchasing information booklet entitled “Selling to AEC.” ® 
\lthough information booklets are no novelty, we believe that “Sell- 
ing to AEC” brings together in one place the answers to many of the 
questions which trouble business concerns during their initial efforts 
to do business with AEC and its cost-type contractors. It gives these 
concerns background information designed to dispel the lack of un- 
derstanding which sometimes exists because of the unfamiliar nature 
of the atomic-energy program. Further, it gives them an idea of 
what is bought, where it is bought, and who buys it. 

AEC assistance to small business is highlighted by an agreement 
with the Small Business Administration. Originally effected with 
the SDPA, it was reaffirmed with SBA in January 1954. (A copy is 
attached as enclosure B.) 

ENCLOSURE B 


JoInNt MEMORANDUM OF THE ATOMIC ENERGY COMMISSION AND THE SMALL 
BUSINESS ADMINISTRATION 


PURPOSE 


The purpose of this memorandum is to establish an agreement between the 
Atomic Energy Commission and the Small Business Administration which will 
provide a basis for cooperation to further both the AEC small-business program 
and and objectives of the Small Business Act of 1958 (Public Law 163, 835d 
Cong.) in connection with procurement by the Commission and its cost-type 
contractors, 


BACKGROUND 


Representatives of SBA visited several AEC operations and contractor offices 
to examine at first hand the individual characteristics of the AEC organization 
and operation. Both agencies recognize that the majority of AEC prime-con- 


* Booklet entitled “Selling to AEC” retained in committee files. 
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tract procurement dollars are not suitable for small business since they involve 
contracts for the construction of large plants, the operation of these plants, 
and the purchase of equipment which is unsuitable for small business. It is 
evident that the principal opportunity for AEC and SBA to cooperate with 
respect to small business is related to procurement by AEC’s cost-type con- 
tractors. AKC and SBA recognize further that this opportunity is subject to 
several limiting factors. Procuremeut relative to plant construction, for exam 
ple, generally requires very rapid processing with the result that little time is 
available to discover and suggest the participation of small-business concerns 
other than those previously located through the AEC small-business program. 
Procurement for plant operation, on the other hand, while not requiring such 
rapid processing, involves only a limited number of procurement dollars. It 

ould appear at this time that the most practicable and effective means of coop 
eration is through exchanges of information which will be useful and helpful 
to small business. There will be periodic reviews, however, to determine whether 
modifications are warranted and practicable 


AGREEMENT 


The Atomic Energy Commission and the Small Business Administration will 
establish and maintain liaison between AEC operations offices and their cost 
type contractors and appropriate SBA regional offices for exchanges of informa- 
tion regarding AEC procurement opportunities, suggestions of qualified small 
business concerns, and other appropriate matters. 

(a) Establishment of liaison The respective SBA regional directors, who 
have not already done so, will establish and maintain liaison with the AEC 
operations office or offices within their regions. In exceptional cases, liaison 
between other combinations of AEC and SBA offices may be authorized in Wash- 
ington. It is not contemplated, however, that iiaison will be effected by sta 
tioning SBA personnel in AEC operations offices or the offices of cost-type 
contractors 

(6) Liaison procedures.—Detailed procedures for carrying out the exchange 
of information required by this memorandum will be jointly developed, main 
tained, and modified as experience suggests by each combination of SBA regional 
and AEC operations offices maintaining liaisons. 

(c) Haechanges of information.—AEC operations offices will provide or arrange 
for the provision of information to SBA regional offices regarding appropriate 
procurement opportunities of both operations offices and cost-type contractors 
which are suitable for small business. In turn, SBA regional offices will suggest 
the names of qualified small-business concerns. The information will be in 
such form and will be transmitted by such means and with such frequency as 
seems most practicable to the personnel engaged in the exchange of information. 
These exchanges are not to be confined, however, to procurement information and 
suggestions of qualified small-business concerns. SBA’s programs include loans, 
certificates of competency, and technical and management assistance to small- 
business concerns. These programs and others may provide the bases for inter- 
agency cooperation both in Washington and in the field. 

(d@) AEC contractors in several SBA regions.—Where an AEC operations office 
and its contractors are located in different SBA regions, the operations office will 
arrange for the transmission of contractor procurement information to the SBA 
regional office serving the region in which the contractor is located. 

(e) Time factor in procurement.—It is anticipated that in some circumstances, 
the time available for the submission of bids may be too short for some small- 
business concerns suggested by SBA to participate. This will be true most often 
where the procurements are related to construction. In these circumstances, 
qualified small-business concerns which are unable to participate will be added 
to bidders’ lists and invited to participate in subsequent procurements. 

(f) Security clearances.—Where Q security clearances are necessary to carry 
out the purpose of this agreement, requests for such clearances will be submitted 
to the appropriate AEC operations office. 

(g) Appropriate procurement opportunities.—Procurements termed appro- 
priate for the purpose of this memorandum will not include those to be made 
from Government sources, those that security requirements will not permit to 
be publicly disclosed, those where the urgency is too great to permit broad 
solicitation of bids, and those involving the purchase of ore. 
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CERTIFICATES OF COMPETENCY 


Section 212 (d) and section 213 of the Small Business Act of 1953, provides 
it SBA may certify the competency of a small-business concern or group of 
h concerns with respect to capacity and credit, and that procurement officials 
e directed to accept such certification as conclusive. In cases in which a 
iall-business concern would receive an AEC prime contract except for doubts 
to its capacity or credit, AEC procurement officials will call upon SBA to 
ike the necessary investigation and, if appropriate, issue a certificate of com 
peteney. AEC procurement officials will also inform AEC prime contractors 
it, if they wish, they may also call upon SBA to perform similar services 
ith respect to potential small subcontractors in cases of similar doubts as to 
pacity or credit; with respect to subcontractors, however, such certifications 
ave no statutory basis but may nevertheless be useful to prime contractors in 
ppropriate cases, 
The agreement provides for the establishment of working relation- 
ips between appropriate combinations of AEC field offices and SBA 
regional offices. AEC operations, area and contractor purchasing 
flices work with the SBA office for the region in which they are 
ocated. Operating procedures are arranged by the respective AEC 
d SBA field offices. For example, the AEC contractor at the 
Portsmouth project, Peter Kiewit & Sons, Inc., advises the SBA 
Cleveland regional office of current procurement opportunities and 
he SBA office, in turn, supplies information regarding qualified 
nall-business concerns. Where practicable, this cooperative effort 
as been extended beyond the scope of the agreement. For example, 
here are no AEC offices within the region covered by the SBA. Rich- 
ond office. However, this office has also established an operating 
relationship with both the AEC Portsmouth and Oak Ridge projects. 
There is another side to our assistance to small business apart from 
rocurement opportunities which ought to be mentioned at this time. 
[ have reference to industrial participation in atomic energy. Al- 
though in its infancy, industrial participation is making definite 
progress. Many concerns, both big and small, are producing nuclear 
ind allied products such as radiation-detection instruments, protective 
clothing, protective coatings, remote-control manipulators, and vari- 
ous applications of stable and radioactive isotopes to mention only 
a few. AEC is actively interested in assisting American industry to 
participate on a self-financed basis in the industrial development of 
atomic energy. In order to stimulate small business’ interest and 
imagination in this area, an article, “Radioisotopes and Small Busi- 
ness,” was prepared by AEC for publication by SBA in its series of 
Technical Aids for Small Business.‘ 
UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., March 16, 1954. 


Hon. Epwarp J. THYE, 
Chairman, Select Committee on Small Business, 
United States Senate. 

Dear SENATOR THYE: A summary of the number and dollar value of the pro- 
curement actions by AEC and its cost-type contractors for the period of October 
1 through December 31, 1953, is enclosed for the information of your committee. 

This information is forwarded pursuant to an informal standing request by 
the staff of the Senate Select Committee on Small Business. 

Sincerely yours, 
K. D. Nicnors, General Manager. 


‘Retained in committee files. Copies may be obtained by writing to the Small Business 
Administration, Washington 25, D. C. 


46619—54—-26 
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Now a word about the dollar value of small-business participation 
AEC procurement. I noted earlier that AEC places large con- 
racts for the construction and operation of its various plants, and 
hat AEC prime contractors do most of the purchasing. These pur- 
hases constitute the real opportunities for small-business concerns to 
participate in procurement for the AEC program. During fiscal 
953 and the first 6 months of fiscal 1954, AEC cost-type prime con- 
tractors subcontracted a total of $1.015 billion, of which $421 million, 

r 41.5 percent, were awarded to small business. 

AEC along with the other civilian Government agencies reports its 
direct prime contract procurement statistics to the General Services 
\dministration for publication. For the period of fiscal 1953 and 
the first 6 months of fiscal 1954, small-business concerns received 2.0 
percent of 3.504 billions of AEC prime contract dollars, which in- 

lude major expenditures for power, labor, material, and supplies, 
and in some instances extend over a period as long as 3 years. Asa 
practical matter, AEC cost-type contractor procurements are com- 
parable to the prime contracts placed by other Government agencies 
and GSA includes AEC cost-type contractor procurement statistics 
in its publications. 

The above constitutes a brief presentation of the AEC operation 
and small-business program. While we have made substantial prog- 
ress, we are continuing our efforts to assist small-business concerns 
in every practicable manner. In closing, I would like to refer to the 
recent testimony of the Small Business Administration before the 
House Appropriations Committee. Mr. Wendell B. Barnes, SBA 
Administrator, had this to say: 

For many small firms, the most practical way to participate in Government 
procurement is at the subcontracting level. Through the small plant facilities 
records to which I referred earlier, SBA’s field offices are able to bring together 
quickly prime contractors and small, potential subcontractors. 

One of the most successful parts of this program is an arrangement with the 
Atomic Energy Commission whereby AEC’s cost-type contractors, who neces- 
sarily do much of the agency’s purchasing call upon SBA’s field offices for as- 
sistance in locating capable subcontractors. SBA’s Cleveland regional office 


alone is receiving more than 300 calls for subcontractors each month from 
AEC prime contractors. 


During the 5-month period from August 1, 1953, through December 31, 1953, 
SBA field offices received 2,229 requests from prime contractors for help in 
locating subcontractors and made 3,856 referrals of small plants to those and 
other prime contractors. 

Senator Ture. Thank you, Mr. Taylor. 

Does counsel have any questions that he would like to ask at 
this point? 

Mr. Forsyruer. I would like to find out, Mr. Taylor, when you speak 
of suitable awards for small-business firms, what sort of criteria do 
you use to determine whether something is suitable for small-business 
concerns. 

Mr. Tayior. We judge suitability on an item-by-item basis. An 
item is suitable if a small-business concern has ever submitted a bid 
on the item as a result of competition. An item is suitable for small 
business if, in the judgment of the contracting officer, it can conceiv- 
ably either be produced or supplied by a small-business concern, and 
an item is considered suitable for small business if it is referred to 
the Small Business Administration and the SBA is able to provide a 
qualified small-business supplier. 
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Mr. Forsyrue. This list of products purchased, in the back of your 
very interesting booklet here, is a list of products purchased by the 
various departments of the Atomic Energy Commission oper: ation, 
and just to clarify it, do they include all of the items or a major ity, 
the basic ones, 01 a it is the list ? 

Mr. Tayior. The list is made up of the standard commodity classi 
fications and it indicates to supphers the kind of things procured at 
each purchasing location. It is not an itemized list. For example, 
any regular hardware dealer would make his facilities available as a 
source of supply to the offices listed as purchasers of hardware sup 
plies. Most of the commodity classifications which are listed in 
Selling to AEC can be and are being handled by small-business 
suppliers. 

Mr. Forsyrne. If a small-business firm that hadn’t done business 
with you before should get hold of this booklet, look at a list of these 
articles here and figure that he probably should make it, who then 
should he see? Should he go to the regional office nearest him ? 

Mr. Tayior. I would suggest that he contact the purchasing office 
nearest to him, which buys the commodities that he sells. He could 
also write to a number of purchasing offices and ask them to add him 
to their bidders list. He would then be added to the purchasing offices 
bidders’ list if he was not already on it. 

Mr. Forsyrure. You have a small-business representative in each 
operations office, according to page 3 of your statement. 

Mr. Taytor. Yes. 

Mr. Forsyrue. Do those people have any particular qualifications or 
how a you determine who is the small- business represent: itive, or 
So-ca lled specialist ? 

Mr. Tayitor. These small-business representatives are required to 
be people holding responsible positions on procurement and contracting 
organization of the operations office. 

Mr. Forsyrne. What is their function? Do they argue with the 
people who say that this item is not suitable for small business, for 
instance, and they say it is, and that ty pe of thing? 

Mr. Taytor. Yes, the matter of an item’s suitability for perform- 
ance by small business is one of their responsibilities. However, I 
think they do their most effective work with reference to the liaisons 
with the Small Business Administration and with our cost-type con- 
tract or purchasing organizations in being sure that the contractors 
have an adequate small-business program, that it is a positive pro 
gram, and that contractor bidders’ lists contain an adequate number of 
small-business concerns. 

Mr. Forsyrur. That leads me to the next question. Then on page 6 
you refer to dollar volume of subcontracts that. went to small business 
firms during fiscal 1953 and the first month of fiscal 1954. When 
you received that information, was that a voluntary thing on the part 
of your cost-type contractors, or did you go out and get that informa- 
tion? How did you get it to arrive at those figures? 

Mr. Taytor. We have a contract reporting system. The operations 
offices and the Washington headquarters need contract statistics and 
data in order to plan procurement programs, and to develop policies. 
As a part of the contract reporting system, we also accumulate statis- 
tics on the small-business program and the participation of smal! 
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isiness in our procurement. We consider that this is a real 

sponsibility. 

Mr. Forsyrue. Do you have any trouble getting this information 
: do they come forth very freely with it? Some of the agencies have 

da rather sad experience in trying to get this information from 

e prime contractors. 

Mr. Taynor. Mr. Forsythe, I don’t believe that anybody provides 
eports with a great deal of enthusiasm, but the forwarding of reports 
to the Washington headquarters is required. We use the reports in 

ie small-business program and in many other ways. 

Mr. Forsyrue. To your knowledge, have you ever done any business 
vith the Defense Production pool? I notice on page 3 you mention in 
tem 6 that you are authorized to do business with Defense Production 
pools authorized as such. 

Mr. Taytor. Yes, when we receive a certification of a Defense Pro- 
duction pool from the Small Business Administration, we imme- 
diately transmit it to all of our operations offices in the field, and ask 
them to add the pool to their bidders’ lists and to inform cost-type 
contractors to do likewise. 

To my knowledge we have awarded one subcontract to a Defense 
Production pool, and I believe that the award was made at Oak Ridge. 

Mr. Forsyrue. Is that the Minneapolis pool ? 

Mr. Tayxor. I don’t recall the name. 

Mr. Reap. That’s right. 

Senator Tuyer. Let’s have this clear. I could not understand what 
you said, You mostly nodded your head. 

Will vou state for the record, the gentleman to your left, Mr. Taylor, 
will he state for the record and state it more clearly so that I can 
understand it, and we would have it in the record ? 

Mr. Reap. Yes, Mr. Chairman, we did make one award to a pool. 
The award was made by Maxon, Inc., the general construction con- 
tractor at Oak Ridge. it was for doliies and the award was made to 
a Minnesota pool. 

Senator Tuyr. Thank you. 

Do you have any further questions? 

Mr. Forsyrue. No, I don’t. 

Senator Tuyr. Thank you. Then that takes care of that. 

Is there anyone else this forenoon ? 

Mr. Forsytue. No. The committee will meet ag gain tomorrow 
morning at 10, and we will hear then from the Veterans’ Administra- 
tion, Foreign Operations Administration, and the General Accounting 
Office. Ten o’clock in room P-38 of the ( Capitol. 

(Whereupon, at 11:55 a. m., the subcommittee recessed, to reconvene 
at 10a.m., Wednesday, April 14, 1954.) 
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WEDNESDAY, APRIL 14, 1954 


SuscoMMITTEE ON Minrrary ProcuREMENT OF 
THE SeLEct CoMMITTEE ON SMALL Bustness, 
Washington, D. C. 
The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
P-38, United States Capitol, Washington, D. C., Senator Lester C. 
Hunt presiding. 
Present: Senators Hunt (presiding), Thye, and Ferguson. 
Also present: Robert A. Forsythe, chief counsel, and William D. 
Amis, professional staff member of the committee. 
Senator Hunt. The committee will come to order. Mr. Richards, 
do you have a prepared statement ? 
Mr. Ricwarps. No, sir. 
Senator Hunt. Do you wish to talk informally? If you do, we will 
be glad to allow you to proceed in your own manner. 


STATEMENT OF CHARLES A. RICHARDS, DIRECTOR, OFFICE OF 
SMALL BUSINESS, FOREIGN OPERATIONS ADMINISTRATION, AC- 
COMPANIED BY GLENN H. CRAIG, DIRECTOR, OFFICE OF INDUS- 
TRIAL RESOURCES, FOREIGN OPERATIONS ADMINISTRATION 


Mr. Ricrarps. My office operates under section 538 of the Mutual 
Security Act of 1951 as amended. It is very simple. 

It primarily is designed as the successor of the old small-business 
amendment which was passed in 1949, and this one includes the TCA 
operations which were then in existence in 1951. That has since been 
merged with FOA. 

The main purpose of the Office is to keep small business, primarily 
small business, but all American business informed as to FOA financed 
procurement, and it does that by issuing circulars as rapidly as we 
can get information from abroad or from Washington or from any 
source whatsoever, we publish it in the form of a small-business cir- 
cular, and those go out to a rather large mailing list, all of whom have 
requested our circulars. 

It is broken down by categories, some 21 categories of commodities. 
A man gets only what he asked for, and every year he is asked to 
reaffirm the fact that he is interested. If he doesn’t reply, he is auto- 
matically dropped from the list. 

Then in about a month we begin to get complaints that they haven’t 
received our circulars, and they get on the list again. 

That is merely the weekly summary, sir, that you are looking at 
which is gotten out mainly for the benefit of the field counselors that 
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Senator lerguson suggested about 3 years ago, that some of these cir- 
culars were not of interest to our field counselors, but they would like 
a summary in order to keep posted in a general way as to what was 
going on. 

The staff is limited to 13. We only have actually 11 or 12. It is 
very difficult to get assistance these days. 

The total payroll is around $66,000. We have hopes that we may 
get a little more in 1955 so that we can fill up our quota. 

We spend very little in traveling. I think in 1954 it was a total of 
$1.000 for the whole year. Our printing bill, of course, is the biggest 
item of our expenses, and that this year is budgeted at $66,000. 

We have asked for a little more for next year because we are not 
able, with that amount, to publish everything that we would like to 
publish of value to small business, because in addition to the actual] 
procurement possibilities that come along, we do get information 
subsequent to purchasing, like lists of importers who have received 
subauthorizations in these foreign countries, and those are of great 
value to business firms looking for prospects in these countries. 

For example, in Italy we published a number of that kind. We 
have just received from Teheran a list of all the letters of credit issued 
over a period of 2 months, showing the buyer what he has bought and 
the amount of money involved. Yesterday I received from Formosa 
a list of letters of credit showing the buyers in Formosa, and the sellers 
in this country. 

That is very valuable information for people, especially in these 
newer countries like Korea—I say “newer” in the sense of the export 
fraternity—Teheran, the Near East generally, and a good many spots 
in the Far East where they are not accustomed to American mer- 
chandise, and the American firms frequently do not have representa- 
tion out there. These lists are of great help to them in that respect. 

Senator Hunr. Could you give us some concrete examples of your 
accomplishments ¢ 

Mr. Ricuarps. In the way that small business has participated ¢ 

Senator Hunt. Yes. 

Mr. Ricwarps. We can give you a minimum statement, Senator, 
only, because the figures of what smal] business gets come from two 
sources. 

One is the form 280 which the exporter files at the time he takes 
his shipping papers to the bank, and that 280, if he is a manufacturer, 
we can identify him by that, but if he is an exporter, there is no pos- 
sible way that we can identify from whom the exporter bought. 

No one knows the exact percentage business that goes to small busi- 
ness through that means, but we do know the minimum because we 
have had these checks made in Baltimore by the Social Security people 
who seem to be the only Government agency that has a record of the 
size of business, and that has varied over the last 4 years from 20 to 
25 percent. It rarely varies very much, but, as I say, that is the 
minimum. 

Now, when it comes to GSA, they have furnished figures from time 
to time and their figures show a very much larger percentage of the 
business going to small business than we can prove by the other 
method, because, as I say, so much of it goes to the exporters. 

Senator Hunt. What can you say to us about the volume of your 
mail and the type of your inquiries? 





MILITARY PROCUREMENT PROGRAM, 1954 399 


Mr. Ricnarps. Well, we get a fairly heavy bunch of mail. We 
vet a great many telephone calls and callers. I would say that 8 or 
10 letters a day and 5 to 8 calls a day are received, looking for infor- 

ation. 

Despite the fact that we have been in business for about 4 years, 
there are still a great many firms that don’t know of our existence. 
They hear about it through some friend or other, and then they write 

| to get on our mailing list. 

Everybody has to make out a written request to get on the mailing 

st. Nobody is supplied free of charge without asking for it. 

Senator Hunr. What is the source of your list? How do you 
secure the names of companies that you would like to get in contact 
with # 

Mr. Ricwarps. You mean manufacturers ? 

Senator Hunt. Yes; and suppliers of all kinds. 

Mr. Ricuarps. Well, in addition to our own field counselors, of 
which you have a list there, about 750 trade associations, chambers 
of commerce, banks, and that sort of thing, we also work through 
the field offices of the Department of Commerce. All of them have 
our literature and our mailing-list forms. 

We work through all the field offices of the Small Business Admin- 
istration. I think they have some twenty-odd, and we also have our 

information filed with the small-business specialists of the Defense 
Department. 

I think there are some 200 of them located all over the country in 
procurement offices. They are all given our forms to be filled out, 
and have been asked, when people come to them for information 
on small business, to call their attention to the existence of our Office. 
That is one way it is built up. 

Otherwise we just rely on trade magazines and trade papers. We 
don’t solicit the people to get on our list. 

(Senator Ferguson entered the room.) 

Senator Frreuson. Mr. Richards, you go right ahead. 

Mr. Ricwarps. I was just answering some questions, Senator. I 
will be very glad to go on answering other questions that you may 
have of us. Our story is pretty w ell set forth in this annual report 
which has just been filed with the Congress by the Senate Select 
Committee on Small Business. It took us up into Febr uary, as I 
recall, didn’t it? (Senate Report No. 1092, 83d Congress, 2d session.) 

Mr. Forsytue. I think so. 

Mr. Ricuarps. Or maybe it was the last 6 months of the year, I 
am not sure, but that is the factual statement as of that date, and 
there has been a change only in quantity since. 

That is all. 

Senator Frerauson. Have you got any more questions? 

Mr. Forsyrue. I have got one more. 

Mr. Richards, you said that a lot of the success of your program 
depended upon the rapidity of getting information to the American 
businessman about the needs of foreign countries. 

Mr. Ricwarps. Yes, sir. 

Mr. Forsytue. I know that at one time you had a problem in that 
regard. Is it still a problem with you, or is it diminishing? 

Mr. Ricuarps. No; because we have in many cases been able to get 
the buyers to increase that time limit. 
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For example, we at one time had complaints about the India supply 
mission here in Washington, that time was too short, particularly 
for people on the west coast. By arrangement with them, they have 
now increased that to 30 days, which is ample time. 

In Formosa they have given us 45 days. In Iran they permit us 
to state the time. They send us the inquiry and tell us to set the 
date when the bids shall be delivered, and then we send them a copy 
of our circulars so they know when to close the thing up. They are 
very cooperative about it. That problem, which at one time was a 
very serious one, I think, is practically nonexistent today. 

Mr. Forsyrue. So that has been taken care of? 

Mr. Ricuarps. I think so. We have just had to take it up country 
by country and negotiate and urge more time. There has never been 
any problem with GSA, because they have always allowed ample 
time. 

I omitted one statement which might be of interest, and that is that 
last fall I took up with GSA, and succeeded in arranging with them, 
to put on their mailing list anyone interested in GSA procurement, 
so we no longer publish any GSA information, and everybody was 
given ample time, I think about 6 weeks, to get on their list, and they 
automatically received the invitations. 

Now, there are two advantages to that. One is one of economy, and 
the other is one of speed. Because if a man is on their list, he auto- 
matically gets the invitation. When he was on our list, he had to 
write to them for the invitation, after he got the tipoff from us that 
they were going to buy. 

Now, they don’t have to do anything, just sit back and wait until 
GSA sends the invitations to them, so it is a timesaver and a great 
economy, because there is no duplication. 

We have had no objections to it, either from suppliers, none what- 
soever. 

Mr. Forsyrue. Earlier in our hearings we ran into an offshore pro- 
curement situation. ~Can you tell us what part your organization 
plays in offshore procurement ? 

Mr. Ricwarps. I think I had better let Mr. Craig answer that, be- 
cause I really have nothing to do with offshore procurement except in 
the circulars, if it is going to be worldwide bidding, we state that fact. 
That is Mr. Craig’s province. 

Senator Frerevson. If it is offshore, our small-business concerns 
won’t even get invitations to bid, will they ? 

Mr. Forsyrue. We had this one case where the small-business man 
had bid 

Senator Fercuson. Where they took it away from the local bidders 
and made it offshore arbitrarily ? 

Mr. Forsyrue. That is right. 

Mr. Ricwarps. That I don’t know about. 

Mr. Forsytie. The case that we have reference to is where they put 
out a procurement offer here in this country, and invited bids, and the 
American firms responded, and then sometime after the firms had got 
their bids in and they had negotiated on them, somebody made a 
decision to put it into offshore. 

Mr. Ricwarps. I think that was the overways tramway in Taiwan 
at one time? It was some months ago. 
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Mr. Forsyrue. This was bridging equipment in Europe. 

Mr. Crate. I am Glenn H. Craig, Director, Office of Industrial 
Resources, FOA. 

Phe bridge case I am not familiar with, but I would like very much 

) look into it because one of the things we have found is just impos- 

ble and inexcusable, and that is to change in the midst of a bid. 

Now, there may be times when there is misunderstanding as to 
whether or not there has been a bid that has been firmly put out, or 
omething of that kind. That is very likely what happened in this 
ase. 

Mr. Forsyrue. Well, in this case the responsibility was not with 
your organization. It was the Defense Department that switched in 
procurement, and what we were trying to find out or wanted to know 
was what part you played in determining what was going to be off- 
shore procurement, and whether it was your money ‘that was used, 
or somebody else’s. 

Mr. Crata. I expect that you are talking about the military offshore 
procurement program. 

Mr. Forsyrue. That is right. 

Mr. Crate. The military offshore procurement program is in the 
hands of the Defense Department. 

The only role currently that is played by FOA is in terms of giv- 
ing programwise gener ral economic advice as to the situation within 
the various European countries, that is at a rather far distance from 
the offshore procurement military end items, as such. 

There was a time back in the beginning of the offshore procure- 
ment program which I remember as being early 1951—it may have 
been into 1952—when there was a rather close role played by FOA in 
developing the specific program. 

The requirements were established by the Department of Defense 
jointly, of course, with the countries whose requirements were to be 
filled, and the departments of defense of each of the European coun- 
tries, but that has become a very, very minor role of ours insofar as 
particular procurements are concerned. 

Mr. Forsyrue. So there the decision rests with the Defense De- 
partment. 

Mr. Craia. That is correct. They may consult with our people, 
that is our missions, in Rome to get advice with respect to knowledge 
about firms and that kind of thing which are known to our mission 
or in the United Kingdom or in Belgium, but that is a consulting role 
only. 

We do not participate in developing carefully the specific program 
of offshore procurement. 

Mr. Forsyrue. I have no more questions. 

Senator Fercuson. That is all, then. 

Mr. Ricuarps. Thank you, sir. 

Mr. Forsyrue. The Veterans’ Administration. Mr. O'Neil. 
think Mr. O’Neil has a statement that he wishes to file. 


STATEMENT OF JAMES N. O’NEIL, ACTING CHIEF PURCHASING 
AGENT, VETERANS’ ADMINISTRATION 


Senator Frerauson. We will make your prepared statement a part 
of the official record. 
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(The prepared statement submitted by Mr. O'Neil is as follows:) 


STATEMENT OF JAMES N. O’NerL, ACTING CHIEF PURCHASING AGENT, OFFICE or 
rHE ASSISTANT ADMINISTRATOR FOR ADMINISTRATION, VETERANS’ ADMIN- 
ISTRATION 


In reference to the request of April 5, 1954, from your committee addressed to 
the Administrator for Veterans’ Affairs, this statement is made in specific re- 
sponse to the questions posed therein. 

It is estimated that for the fiscal year 1954, the Veterans’ Administration pro- 
curement program will amount to approximately $300 million. Of this amount a 
little less than half will be expended for procurement of things and slightly 
more than half for services such as utilities, medical and surgical fees, veterans’ 
education and rehabilitation, appraisal fees, research and development, and so 
forth. 

The Veterans’ Administration has a definite small-business program which we 
believe insures small-business firms a fair and just share of our procurement. 

The Veterans’ Administration has always found that in its purchasing the 
greatest possible advantage to the Government in terms of price and service 
could be achieved by breaking down its purchases into small enough units so as 
to obtain the widest possible competition from small, as well as large, business. 
Almost two-thirds of its requirements are purchased by field installations in 
relatively small quantities. Only those items on which substantial savings to 
the Government could be achieved through centralized procurement are pur- 
chases made centrally. Even in centralized buying the Veterans’ Administration 
has followed a policy of permitting any bidder to bid on any part or all of the 
quantity required, thus allowing small businesses to bid in relation to their 
capacity to deliver. In this way it has not only found that small business bene 
fited but that the Government achieved substantial price advantage. Over 97 
percent of all purchases of supplies made by the Veterans’ Administration are in 
amounts of less than $10,000. This assures interest on the part of small business 
since quantities within this limit are kept generally within their capacities. 

The percentage of our procurement of things from small-business firms has 
steadily increased. During the past 3% years, in which specific records of 
purchases from small-business firms have been kept, the Veterans’ Administration 
has increased its procurement from small business in the area above $10 purchases 
from 46.6 percent in the fiscal year 1951 to 60.1 percent in the first half of fiscal 
year 1954. 

In 1953 the Veterans’ Administration developed with the Small Defense Plants 
Administration a joint program in an effort to extend greater opportunity to small 
business on the remaining 3 percent of our purchases of things. At that time 
we formed with them a joint committee on determination to examine all procure- 
ment transactions of $25,000 or more with the objective of arriving at joint de- 
termination in the case of each purchase by the Veterans’ Administration of 
$25,000 or more that it was or was not a proper subject for small-business pref- 
erence. If it were determined that the item could be suitably supplied from 
small business, a specific provision was inserted in the invitation to bid to the 
effect that when the lowest acceptable bid was not from small business, the low- 
est acceptable small-business bidder would be given an opportunity to match the 
lowest acceptable bid and thus secure our business, 

This joint determination had the effect of: (1) encouraging small businesses 
to bid; (2) giving small business the opportunity to refigure its bid with the 
knowledge of the lowest bid, should it not be low; and (3) at the same time 
assure the Veterans’ Administration that the purchase would be made at the 
lowest possible price, all competition considered. This, we believe, is in con- 
sonance with the action permissible by the Comptroller General as contained in 
his decision of February 29, 1952, B-107532. Finding that purchases in excess of 
$25,000 did not cover this 3 percent of our procurement, the joint determinations 
were extended to include all bids above $10,000. It is believed that this extension 
encourages small-business participation in Veterans’ Administration procurement. 

This joint program has been temporarily suspended as a result of a technicality 
with respect to an interpretation from the Small Defense Plants Administration 
of the term “small business.” Informal advice from the Small Business Admin- 
istration indicates that this matter will be resolved shortly which should reac- 
tivate the program. , 

For several years it has been the Veterans’ Administration policy to award 
contracts to small business in the event of tie bids with other than small-business 
firms, with whom they are tied. 
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regard to your question as to what percentage of our contracts are let on 

, advertised basis and what percentage is on a negotiated basis, in the procure- 

ent of things it is the policy of the Veterans’ Administration to advertise and 

ite competitive bidding on all of its purchases to the maximum extent eco- 
mically possible ; 84144 percen’ of all of our procurement of things is purchased 
an advertised basis while only 14.7 percent, principally in the purchases below 

s500, is negotiated while the remaining 0.8 percent represents petty cash pur- 
ases of $10 or less. 

We have no employees specifically designated with the title small-business 

ecialist. We do, however, have an active program to assure that small 

siness receives a fair share of our purchases and endeavor to make each pur- 
sing agent in the Veterans’ Administration a small-business specialist. 

You have pointed out in your letter that it has been brought to your attention 

at we have in the past put out specifications which were burdensome for small- 
jusiness concerns bidding for the award. The Veterans’ Administration has re- 

eived complaints from time to time, and is anxious to receive complaints where 

s specifications limit competition, exclude segments of industry, or in any way 

reate unnecessary costs or losses to the Government. It is through construc: 
ive criticism from the industry that we find out wherein we create problems 
for them unnecessarily. 

When we enter into a purchase the first thing we must do is tell the pros- 
pective supplier what it is we need. This is our specification. We must so state 
our need that the widest possible competition may be achieved while at the same 

ime the purchase must be made without any unnecessary cost to the Gov- 
ernment, 

We have for many years endeavored to keep our specifications current and 
onstantly improve their quality. It is a herculean task to adequately describe 
each of the thousands of items which we require in our program in such a manner 
that our description will be readily and easily understood by everyone and 
adapted to the production methods of every supplier, particularly since each 

roducer has his own ideas as to production methods, and strives in normal 
competition to make his product a little different from his competitor’s. This is 
particularly true of the furniture industry from which our recent complaints 
have stemmed. The simple answer to this, of course, is to write a hard and fast 
description in extreme detail which requires every supplier to bid on exactly the 
sameitem. The result of this, however, is that each producer must reorganize his 
production methods and interrupt normal operations to produce a special item 
differing in detail from that item which he normally offers in trade. I think it is 
easily understood by this committee that special runs, unless they be of great 
size, create burdensome costs of operation which must be borne in the purchase 
price. It is, therefore, our policy, to the maximum extent possible, to write our 
specifications so that competition may be secured on an item which can be 
produced with the least possible disruption of the normal production of the 
manufacturer, thus assuring a lower cost to the Government. Where purchases 
are relatively small, this need is particularly evident since special runs of small 
lots are extremely costly in relation to the total volume of the purchase. To 
that extent we endeavor to give general descriptions in small detail to permit 
the purchasing agent to select from a number of acceptable items that which will 
fit his need. 

This policy came about as a result of considerable discussion with representa- 
tives of small furniture manufacturers and is believed to be a great improvement 
over rigid detailed specifications. We do recognize however that as we relax 
our specification we place a greater responsibility upon each purchasing agent 
to use his personal judgment to decide which offered item meets our need as 
stated in the specification and therefore gives rise to differences of opinion 
between buyer and supplier. We must therefore weigh the effectiveness of our 
program not upon whether or not we receive a complaint but rather upon the 
relative number of complaints in proportion to the bids received. As we receive 
complaints, however, we do endeavor, as a policy, to try to meet the specific 
need of the individual. We have found that this approach satisfies the greatest 
number of small businesses, although, as you are aware, we do receive certain 
isolated complaints from individual firms who find it difficult to understand our 
description even though generally most of their small-business competitors have 
no difficulty. 


Mr. Forsyrne. One of the things that we have a little trouble with 
with the Veterans’ Administration, which I think will clear up for 
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us this morning, has been on the specifications on furniture. We have 
had a lot of complaints on Veterans’ Administration procurement of 
furniture in that they were, No. 1, using the “or equal! ” designation; 
and, No. 2, they were switching to commercial furniture, and that elim- 
inated some of the suppliers, and the specifications were not always 
clear, and they did not have drawings for these people to look at, and 
so we asked them to come in and clarify that for us. 

Senator Frercuson. The General Services Administration doesn’t 
buy yours, then, for the Veterans? 

Mr. O’Nen. No, sir. 

Senator Ferauson. How does that come about ? 

Mr. O’Net. It comes about in this way. Back about 6 to 7 years 
ago, recognizing the importance to the recuperation of a patient of a 
more homelike, changing attitude and appearance— 

Senator Fercuson. Now, you are talking about hospitalization ? 

Mr. O’New. I am talking about hospitalization. 

Senator Fercuson. But what about office furniture ? 

Mr. O’New. We buy that all on the schedule of the GSA. It is 
only in the area of hospital furniture, special decorative furniture, 
that we make the purchases to dress up areas in which patients recup 
erate, the convalescent areas and the quarters areas of the nurses whom 
we find difficult to hold. 

Now we at that time, recognizing that, established an interior- 
decorating program within the Veterans’ Administration to try to 
select different furniture and make the day rooms, the convalescent 
areas and the quarters for the employees of the hospitals different 
and more attractive. 

In doing that, we select different things for each area, and the 
decorators design the area to make it much more attractive. 

The GSA gave us exceptions—— 

Senator Fercuson. Counsel says now when you get into that field 
and you don’t have specifications, then—— 

Mr. O’Ne. We do have specifications. 

Senator Frreuson. Counsel, what do you say about it? 

Mr. Forsyrue. They have, but we have had the complaint that they 
are troublesome, that small-business firms, the business firms that we 
hear from, don’t know what they want by the specifications. 

Senator Frerauson. They can’t read it? 

Mr. Forsyrue. They can’t interpret them. 

Mr. O’Nen.. I brought a couple of the specifications on which there 
has been a question along with me, and on which the committee has 
received certain complaints, but probably, if I could explain just a 
little bit about why we use this type of specification, we do in the 
specification describe the item. 

We tell in as general terms as we can to get the widest possible com- 
petition, how the item will be made. The question comes up in the 
style and design which we specify on which we want a particular 
design to fit a particultr style furniture to fit a particular area. 

We want a chair to match the rest of the furniture in the room, 
and in that the decorators pick a design and say that the specifica- 
tion 

Senator Fercuson. Are there decorators employed by the Govern- 
ment ? 
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Mr. O’Nemu. Employed by the Government. Employed by the 

‘terans’ Administration. 

Senator Ferevuson. Are they civil service ? 

Mr. O’New. They are civil service. 

Senator Ferauson. What rate would a decorator have ? 

Mr. O’New. About what grade? 

Senator Frereuson. Yes. 

Mr. O'New. From 7 to 9. 

Senator Fercuson. How many would you have of those ? 

Mr. O’New. This is not a large buying program. In 1953 it 

mounted to $300,000. I think we have eight decorators. 

Senator Frercuson. Where are they located, out in the field ? 

Mr. O’Nert. No, sir; in Washington. 

Senator Fercuson. All of them in Washington ? 

Mr. O’Nei. Yes. You see, we are buying here to equip new hos- 

tals. 

Senator Frrcuson. I realize that. 

Mr. O’Net. New hospital program. 

Senator Frreauson. If you have got eight men, that would be at 

ast. $80,000. ' ; 

Mr. O’Net. That is correct. 

Senator Frrevuson. To buy $300,000 worth of furniture ? 

Mr. O’Net. Well, it wouldn't be $80,000, because that is $10,000 

piece. 

Senator Frrcuson. You certainly have an enormous overhead. 

Mr. O’Neww. We do have, sir. 

Senator Frrcuson. What overhead do you have to buy $300,000 
vorth of furniture? What is your office? You are the purchasing 
agent ? 

Mr. O’New. I am the the Chief Purchasing Agent, and my job is 
staff. Actually, my particular office is a very small office, which is 
generally staff over all purchasing. 

Senator Ferquson. What could you possibly use eight decorators 
for? Why wouldn’t one or two be able to advise? That is all it is, 
isn’t it? 

Mr. O’Nem.. No, sir; it is designing the layout, the interior layout 
of the hospital which you are building, the equipping of the interior 
of that hospital. Furniture is not all that they do. 

Senator Frrecuson. Well, after you equip one, don’t you aim to 
follow that ? 

Mr. O’New. No, sir. 

Senator Fereuson. Are you changing all the time? - 

Mr. O’New. Yes. In these areas every hospital is different. 

Senator Fercuson. Why? What is the difference between the hos- 
pital at Ann Arbor and one some place else? Have you got a deco- 
rator here? 

Mr. O’New. Not here; no, sir. Incidentally, this is a little bit out 
of the purchasing agent's field, because I follow the program of the 
Administration, which is the policy of the Department of Medicine 
and Surgery. 

Senator Frravuson. Well, that looks to me like a great overhead just 
to have advisers on decorations. 

Mr. O’New. Well, Mr. Chairman, the program—— 
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Senator Fercuson. Who is responsible for hiring these decorators? 
It is easy enough to build up these big organizations. We can get 
every conceivable idea in Government. It seems we get the most 
fertile minds in the world when it comes to building bureaus. Who 
s responsible for these decorators ¢ 

Mr. O’'New. The Department of Medicine and Surgery, Adm. Joe! 
, Boone. 

Senator Fercuson. Well, I will take that matter up with the 
admiral. No wonder we have had complaints that every hospital is 
different. That means that you have to have furniture manufactured, 

Mr. O’Ner. We think we have aimed our program to give smal] 
business the greatest part of our business or to constantly increase 
their share. As is in my statement, we have increased the participa 
tion of the small business from 46 percent in 1950 to 60 percent of our 
business going to small business. 

This program is aimed to try to get small business into the business, 
and what we have done is this, sir, and we save saved money in estab 
lishing this program. We use commercial types of items which are 
already manufactured in the trade, rather than rigid specifications 
which tend to give an institutional atmosphere to the hospitals them- 


selves. 

We know that by buying the item in this manner we satisfy most 
suppliers. Most of our complaints arise from very small purchases, 
Of these 2 complaints, 1 is on 35 chairs, the other 1 is on 32 chiffoniers. 
The complaints arise from occasional individuals while the industry 
as a whole likes the ty pe of specification we have. You can’t satisfy all. 

Senator Frereuson. If you buy 35 chairs, who do you buy them 


from ? 

Mr. O’Netu. This bid has not been awarded. 

Senator Fercuson. I am just talking in general. Who do you ask 
to bid on 35 chairs? 

Mr. O’New. We ask the known manufacturers, and those who have 
indicated a desire to bid, and we also send our invitation to the Depart- 
ment of Commerce for wide distribution for all segments of the in- 
dustry. They distribute the information nationwide for us, and we 
ask everybody. 

Senator Fereuson. How much would a bid be for 35 chairs? 

Mr. O’Net. Less than $2,000, I think, sir. I don’t believe I have 
the estimated value. 

Senator Frereuson. What kind of chairs were you talking about? 

Mr. O’Neuw. This picture shows the style and design of the chair. 
It is a modern chair to fit a modern area. 

Senator Fercuson. Would this be a kind of bid that specifies birch, 
width 26.5, depth 20, height 29.5, 7 steel band platform, back and seat 
cushions, spring unit and cotton ? 

Mr. O’Net. The specification specifically spells that out, sir, that 
the arms—we have a description of it which describes it as to what 
it will be made out of, what the sizes are. We permit tolerances. We 
say how it will be constructed. 

Senator Frreuson. Is this a chair that hasn’t been made yet? 
There is none like it ? 
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Mr. O’Nem. Oh, no. We always pick a chair that is available in the 
rket, and ask the bidder to give us that chair or that style and 
sign chair. 

Senator Frreuson. Well, now that is what we get into. You get 

it chair or equal. 

Mr. O’Neiw, That’s right. 

Senator Fercuson. Then you place in the hands of a buyer a wide 

nee of discretion ¢ 

Mr. O’Net. Unquestionably you do. 

Senator Frrauson. That is our complaint, isn’t it, Mr. Forsythe ? 

Mr. Forsyrue. That’s right. 

Mr. O’New. However, we select chairs that are cataloged, a chair 

it is competitive. 

Mr. Forsyrue. Mr. O'Neil, do these pictures go out to the bidders? 

Mr. O’Neit. Normally no, we don’t send the picture ; and we don’t 

d it for this reason: That in picking the item that is available in 

e trade, the design which is acceptable generally, it has been the 
feeling both of ourselves and industry that this style is available t 

em. They can find it. If they go to a little trouble, they can 
tind it. 

[f we circularize a picture of someone’s exact chair to be copied, 
we get the charge that the Government is inviting somebody to copy 
. personal idea, which is the design, and the design is personalized. 
[his is some specific individual’s idea of a design. We don’t want to 

neourage a direct copy of this chair. We want something that will 
fit into this decorative pattern, but we do say how, from a construction 
standpoint, it will be made. 

Now, over half of the awards go to bidders other than the one cited. 
In the year 1953, after our discussion the other day I went back and 
vent over the record, and each time we pick a different manufacturer’s 
item. 

Senator Frercuson. Manufacturer’s what? 

Mr. O’Ner. A different supplier’s item. We try not to quote the 
same chair, the same specification or equal each time. We change it. 

Mr. Forsyrue. You say about half of the cases other than the 
manufacturer whose product you are featuring in the specification—— 

Mr. O’Nem. Receives the award. 

Mr. Forsyrue. Receives the award ? 

Mr. O’New. Yes, over half. These complaints are that they can’t 
see what this style is without going to a great deal of trouble. 

In the case of these two complain: ants, we sent them copies at your 
request, postponed the opening and sent them pictures, this photo- 
graph of the item, to show them what style and design we were trying 
to buy. It is pretty difficult to tell everybody so everybody under- 
stands exactly what it is you want, although that it what our speci- 
fication is intended to do. 

If we give them a rigid item, if we write our own specification and 
pick something that nobody makes, then everybody that bids on that 
has got to make a special run, which is costly. It is costly to the 
Government. 

Mr. Forsyrnue. And you feel you are saving money by this 
method ? 

Mr. O’Nert. We are saving money by this method. 

46619—54——27 
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Mr. Forsyrue. What trouble are you having here on what a small 
business is? I notice down here: 

The joint program of the Small Business Administration has been temporarily 
suspended as a result of a technicality with respect to interpretation of the term 
“small business.” 

What does that have reference to? 

Mr. O’New. The trouble in connection with that, we entered into 
an agreement with the Small Defense Plants Administration to make 
joint determinations as to whether our centralized procurement was 
suitable for award to small business. 

Now, it s! ould be borne in mind— 

Senator Frereuson. Is this dispute still on? 

Mr. O'New. The question has not been resolved. 

Senator Fercuson. What is the question / 

Mr. O’Nert. The question is this: “Really what constitutes small 
business?” What actually happened was this—— 

Senator Frerauson. Haven't they a well-established term in the 
definition or standard ? 

Mr. O’Nert. There is a term established, sir, that small businesses 
are those firms who, together with their affiliates, employ less than 500 
people. 

Senator Fereuson. That’sright. Now, why are you disputing that 

Mr. O’New. We are not disputing that. Small Defense Plants 
questioned and asked us to make a change. We buy 85 percent of our 
goods through competitive bidding. We must have a clause in that 
bid on which we can make the award. 

We put a clause which provides (1) that it was determined that this 
award was suitable for award to small business, and because of that, 
if small business were not the low bidder, but bid, that is, showed an 
interest in the award through making a bid, we would give the lowest, 
small bidder an opportunity to match the low bid offered by big 
business. 

Senator Fereuson. Is that the rule of the defense plant ? 

Mr. Forsyrur. I haven’t been aware that there was any bid match- 
ing:no. Isthe bid matching still going on? 

Mr. O’New. That is the thing that stopped in the VA, but it stopped 
over this question. So far as we were concerned, we were bid match- 
ing to this extent, giving them the opportunity under an advertised 
bid. 

Senator Frreuson. What is the dispute? 

Mr. O’Nett. The question arose as to whether or not an established 
wholesaler was small business. This situation arose. 

We went out for approximately $60,000 worth of toweling on an 
invitation to bid. The low bidder was the West Point Manufacturing 
Co. employing over 500 people and located at West Point, Ga. They 
bid from New York City for delivery from their plant in West Point. 

The Windsor Co., of Windsor, Conn., an established wholesaler em- 
ploying less than 500 people, also bid. In accordance with the terms 
of the invitation the Windsor Co. was given an opportunity to match 
the low bid. The West Point Manufacturing Co. protested the award 
because the Windsor Co. was bidding for delivery, shipment to be made 
from Kannapolis, N. C., which is the home of Cannon Mills, which, of 
course. is not small business, and their point was that we were buying 
from big business even though indirectly. 
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Phe Small Defense Plants Administration asked us to revoke the 
‘termination that this a ‘hase was suitable for award to small busi- 
ess. At that point the bids were in and opened, and the Veterans’ 
\dministration— 

Senator Frreuson. We never understood here that suitable meant 

lusive, unless there was a predetermination. 

Mr. O’Nem. The predetermination was made. 

Senator Ferauson. That it was small business. 

Mr. O’Ner. That it was suitable for small business. The prede- 

rmination was made. 

Senator Frrevson. How long has this dispute been in existence / 

Mr. O’Netw. About 9 months, and it isn’t a dispute. 

Senator Frereuson. Nine months, and you haven't settled it ? 

Mr. O’Nei. I might say that we are doubtful that it amounts to a 
creat deal insofar as small business is concerned. 

Senator Frrcuson. Wait a minute, you say you have got a dispute, 
ind it has been in existence 9 months ¢ 

Mr. O’Netz. It is not a dispute. We have asked them for a defini- 
tion. a 

Senator Frercuson. And they have been 9 months furnishing it to 
vou ¢ 
~ Mr. O’Nem. That I have to admit, sir. 

Senator Frrcuson. Would you bring up everything you have got on 
this dispute? I would like to see how you can possibly get a dispute 
that would last 9 months.’ 

Mr. O’Net. There isn’t a dispute. We just asked how we could 
make the joint determination. 

Senator Fercuson. They haven't given you the answer ? 

Mr. O’Nem. And they have not resumed the joint determinations, 
that is all. 

Senator Fereuson. So it is held in abeyance ? 

Mr. O'NetL. It is held in abeyance. 

Senator Fercvson. How much correspondence have you had on this, 
how many telephone calls? 

Mr. O’Net. Very little. 

Senator Fercuson. Who is handling it in the Small Business Admin- 
istration ? 

Mr. O’Nem. The Acting General Counsel, Mr. Dyas, of the Small 
Defense Plants Administration. There is a new General Counsel of 
the Small Business Administration who has reopened negotiations on 
their part, Mr. Schoen, and has appointed a liaison recently. His 
name is Mr. Waale. 

Senator Fereuson. Will you look into this thing immediately and 
let us have a report on it? ? 

Mr. Forsytrue. Couldn't it be settled rather quickly from your stand- 
point ? 

Mr. O’Ner. I think it could if the jobber is to be considered as small 
business. Once the determination is made and we advertise, we can’t 


1Copies of correspondence furnished Mr. Forsythe, chief counsel of the Senate, Small 
Business Committee, by Mr. O’Neil, pursuant to discussion with him on this subject, 
retained in committee files. 

2? Report furnished to the counsel of the Senate Small Business Committee and retained 
in committee files. 
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change the determination. Wecan’t makeanaward. The only thing 
we want is a determination which will stand. 

(Short recess. ) 

Mr. Forsyrue. There is one more question just for the sake of the 
record. 

On your 14.7 negotiated contracts, when you use the term “nego- 
tiated” there, what do you refer to ? 

Mr. O’Net. We refer almost entirely in that to those purchases 
which, by statutory authority, are under $500 and are open-market 
purchases. 

Mr. ForsyrHe. Does that mean that under negotiation you are in 
cluding also those ite ms that you make a phone c: all for? 

Mr. O’Netw. That’s right. 

Mr. Forsytue. Local small items? 

Mr. O’Net. That is correct. They are small purchases, most of 
which are at field station level. 

Mr. Forsyrue. So those are included in that percent? 

Mr. O’Net. They are included. 

Mr. Forsyrue. Is there anything else you want to give us for the 
record ¢ 

Mr. O’Netr. I might briefly say this, since the Senator raised this 
question : That insofar as our joint determination program with Small 
Defense Plants is concerned, this is what happened. 

As you will note from this statement, 97 percent of our purchases 
are in amounts small enough that small business has a good oppor- 
tunity. Sixty percent of our business now goes to ail business. 

We were doubtful that joint determinations would help. However, 
we agreed with them to go into this bid program with them, and we set 
up a method of making those determinations jointly with them. 

This question arose on the first bid matching which resulted from 
that. In all awards, the invitations that went out, the award prior 
to this one question either went to small business or small business did 
not bid, one of those two things. This was the first invitation, the 
first attempt to match a bid, and when it failed, we asked them to give 
us a wording that we could put in an invitation which would stand. 
We have not yet received that. 

We recognize the fact that VA had been reorganized ; Small Defense 
Plants has been replaced by Small Business Administration. Many 
of the people who were there are no longer there. I think the man 
with whom we were dealing is no longer there. 

Mr. Forsyrue. No; you have got a new group. 

Mr. O’Nen. And the new group has contacted us to say that they 
are endeavoring at this point to work out a definition which we can 
use, and fall back upon, in the provision of the contract. 

Mr. Forsyrue. I am quite concerned about this bid matching. In 
the usual joint determination program we don’t have a bid matching. 
You say if a large business under this program was low, you allowed 
a small-business concern to come in and match the low business; is that 
right? 

Mr. O’New.. If the small bidder has come in and offered to bid, and 
did bid: yes. 

Mr. Forsyrue. Did he have to come within any given percentage of 
the low bid in order to match? 

Mr. O’Nem.. Just had to match it. 
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Mr. Forsyrue. I mean his original bid, did it have to be within 20 
ercent of the low bid, or 25 percent ? 
' Mr. O’Net. No. 

Senator Tuyr. Let me see if I understand the question and your 
eply to the question. 

In other words, there would be two bidders. One would be recog- 
zed as being what you might classify as a large company. 

Mr. O’Net. Yes. 

Senator Tuyr. And then there would be the second bidder who 
ould be recognized as being small business. In the event that this 
econd bidder representing small business were on a level with the 
irge business organization, the award would be to let to the small- 
isiness bidder. 

Mr. O’New. Actually what we did was this: If the large bidder 
is the low bidder, we then went back to the small-business firm who 

bid, and his bid was high, and said, “The business is yours if you will 
sell to the Government at the low price quoted by the large manufac- 
turer, the larger supplier.” 

Mr. Forsyrue. These were unadvertised bids? 

Mr. O’New. They were on advertised bids. 

Mr. Forsyrner. So actually what you are doing there is combining 
lvertised bids with negotiation. 

Mr. O’Net. That is correct. We are offering, after the advertised 
bid is in, to small business the right to match the low bidder. 

Mr. Forsyrue. I am just wondering what authority you were work- 
ing under. 

Senator Taye. That is just what I was going to ask. What is the 
Solicitor’s interpretation of the action ¢ 

Mr. O’Nem. That is covered in my statement in that we believe, 
and our general counsel interpreted for us, that this was in consonance 
with the action permissible by the Comptroller General as contained 
in his decision of February 29, 1952, B-107532, in that he said that it 
was apparently the intent of Congress, of course it is the intent of 
Congress, that small business be given a fair share of business, but 
that it was not his opinion that we could pay a premium to give it to 
small business, and that was why we took the course that we would 
have to give them the opportunity to sell at the lowest price at which 
the Government could buy. 

Mr. Forsyrne. You were basing the action here on the Comptroller 
General’s opinion ¢ 

Mr. O’Neiw. That is right. 

Mr. Forsyrue. That it was allowable? 

Mr. O’New.. That’s right. 

Mr. Forsyrue. And this is still, you say, in dispute as to the tech- 
nicality of what constituted a small business or a large business ? 

Mr. O’Net. No. The only question, it isn’t really a dispute, it is 
a question of 

Mr. Forsyrue. Definition ? 

Mr. O’Net. Basically, is the wholesaler to be considered or ex- 
cluded? Ifa man is reselling in his normal—this man was an estab- 
lished wholesaler. He operated a business, and it is normal practice 
for a wholesaler to sell either out of his stock or from his supplier’s 
stock. Now, it is a question as to whether that wholesaler may or 





MILITARY PROCUREMENT PROGRAM, 1954 


may not be considered small business. Our understanding prior to 
this was that he was small business. 

Mr. Forsyrue. Rather than discussing it further here, I will cal] 
your general counsel, and the general counsel for the Small Business 
Administration, and we will get together and work something out on 
this, because I think this whole interpretation of joint determination 
we had better look at and decide among us whether it is accurate or 
not. I have no further questions of these gentlemen. 

Senator Ture. Thank you. 

The next witness will be from the General Accounting Office. That 
will be Mr. Casey, Assistant General Counsel of the General Ac- 
counting Office. 

Will you come over here, Mr. Casey, and others, because it will be 
a little easier if you are close in. 


STATEMENT OF RALPH E. CASEY, ASSOCIATE GENERAL COUNSEL, 
GENERAL ACCOUNTING OFFICE, ACCOMPANIED BY J. EDWARD 
WELCH, ASSISTANT GENERAL COUNSEL; AND W. L. ELLIS, CHIEF 
OF INVESTIGATIONS, GENERAL ACCOUNTING OFFICE 


Mr. Casey. Mr. Chairman, my name is Ralph E. Casey. This is 
Mr. J. Edward Welch, Assistant General Counsel. 

Senator Tnyr. Do you have a prepared statement ? 

Mr. Casey. Well, sir, I have a statement I dictated yesterday in a 
hurry. Iam going to read from it, but you can ask questions at any 
time, and I may deviate from it as I go along. 

Senator Ture. You may proceed. 

Mr. Forsyrue. First of all, before you begin, will you take a note 
on this matter we have been talking on ¢ 

Mr. Casey. Yes. 

Mr. Forsyruer. B-107532, because frankly I think that bid matching 
raises a question. 

Mr. Casey. It wasa surprise to me. 

Mr. Forsyrne. Will you check that Comptroller General’s opinion 
and ro me a ring on it ? 

Mr. Casey. Allright. We have it here, but we haven't had a chance 
to lock at it. 

Senator Tuyr. You may proceed. 

Mr. Casey. The invitation to us, Mr. Chairman, so far as our testi- 
mony is concerned, was quite broad. In fact, it referred to the trouble 
spots in Government procurement, went on to suggest several specific 
phases on which we might comment, and I have prepared certain 
thoughts along those lines. 

The first suggested phase was the matter of negotiated contracts 
as against advertised procurement. 

As you know, section 2 (c) of the Armed Service Procurement Act 
of 1947, and there are similar provisions of the Federal Property and 
Administrative Services Act, which governs civilian agencies, provides 
that all purchases and contracts for supplies and services shall be made 
by advertising, with certain exceptions specifically enumerated. 

The principal exception is, of course, the first, which authorized 
negotiation without advertising, if it is “determined to be necessary in 
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the public interest during the period of a national emergency declared 
by the President or by the Congress.” 

Mr. Forsyrue. Isn’t that a pretty wide authority / 

Mr. Casey. That is extremely broad authority, as I will point, 
counsel. You will recall that prior to World War II Government 
a urement generally was covered by section 3709 of the Revised 

atutes, which required public advertising. 

Shortly after Pearl Harbor the Congress enacted the first War 
Powers Act, title II, of which granted extremely broad authority to 

ike, modify, or amend contracts without regard to the existing pro- 
visions of any law, provided it was administratively determined that 
such action was necessary to facilitate the prosecution of the war. 

This, of course, eliminated advertising completely for a consider- 
ible period of time, almost until the end of the war. In proposing the 
\rmed Services Procurement Act, a case was made to the Congress 
for granting standby authority to negotiate contracts upon the out- 
break of any sudden emergency. 

Thus, section 2 (c) (1) of that act authorized negotiation during 
any national emergency, provided only that the agency had to make 
the broad, almost unlimited finding that the action was “necessary in 
the public interest.” 

However, the use of that authority was intended to meet only ab- 
normal market conditions. This is brought out by the fact that at the 
time the act was passed, World War I] had not come officis ally to an 
end. It was in a formal state of existence, so to speak, but it was 
understood by the agencies requesting the legislation and by the Con- 
gress that was granting it, that the particular emergency that was 
then in existence was not intended to be such a state of economic con- 
ditions as would give rise to the use of the emergency negotiating 
authority. 

In referring to the finding required as being extremely broad and 
aimost unlimited, I have in mind the complete absence of any stand- 
ards or guidelines to the administration of the section. It is difficult 
to conceive how a more complete surrender of control could be made 
than by such a grant of authority as this. It is significant to keep in 
mind that the Armed Services Procurement Act does not suspend 
during a national emergency the requirement for advertising. It 
merely provides that during such period contract negotiation is 
permissible. 

And yet nearly nine-tenths of the total procurement activities of the 
Departs of Defense since 1950 have been negotiated as distin- 
guished from advertised, although the proportion of advertised pro- 
curements has increased in recent months. 

Numerous instances have come to our attention where the authority 
under 2 (c) (1) has been cited, and used, although the circumstances 
attending the procurement clearly indicated that some other exception 
to section 2 applied to the situation. 

This, of course, may or may not be important. 

In other words, if it is an exception and they are going to negotiate, 
it doesn’t make too much difference in some cases whether they use 
2 (c) (1) or 2 (ce) (15) or (16), but it would be important as, for 
example, where under section 2 (c) (16), which is the section that pro- 
vides that you may negotiate with a firm who is not the low bidder, if 
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it is neeessary to keep that particular facility in production and keep 
it going. so to speak, duri ing the national emergency, but in those cases, 
a report to Congress of all such negotis ated procurements is necessary, 
Of course, a report is unnecessary under 2 (c) (1), soif you use 2 (c) 
(1), you avoid making a finding that it is necessary to keep that fac ility 
in production, and you avoid the requirement that you have got to 
report that matter to Congress. 

The recent destroyer contract is an example of that, where they let 
a contract for three destroyers to the Bethlehem Shipyard at Quincy, 
Mass., which yard was not the low bidder. ; 

The Bath Iron Works at Bath, Maine, was the low bidder, and | 
think, as I remember, by $6 million, and they let the contract to the 

sethlehem Co. And when the matter was questioned, the explanation 
was given that it was necessary to keep that shipyard in production, 
and accord ingly they negotiated the contract. 

However, they cited section 2 (c) (1), whereas in fact it comes 
clearly under section 2 (c) (16). And in fact, when the Congress 
enacted the Armed Services Procurement Act, they recognized when 
they enacted 2 (c) (16) with some hesitation that it would give rise 
to more or less uneconomical procurements. They were going to have 
to pay money for it, and that is why they required that you make 
the specific finding, and require that the administrative agency report 
back to the Congress what they did under it. We did request a re 
port from the Navy Department on that case, and they came back and 
told us what their reason for letting the contract to Bethlehem was. 
We pointed out to them tliat actually they should have used section 
2(c) (16) 

We had another situation recently where the low bidder qualified 
his bid in such a way as to make it unacceptable, and the other bids 
were considered by the Administrator’s office to be unreasonably high, 
so the Secretary of the Army asked us whether or not he could reject 
all bids, and negotiate a contract with the low bidder under section 
2 (c) (1). 

He would have to negotiate, as I say, because the low bidder’s bid 
has been qualified in such a way that it could not be accepted under 
a regular advertised procurement. 

Of course, the Comptroller General had to tell the Army that they 
could do that. There was legal authority to do it. However, he went 
on to point out that that is the specific type of situation that was 
covered by another section of the act, and he pointed out that section 
2 (c) (1) was not intended to be used in that type of situation. 

The other section of the act is section 2 (c) (15) which authorizes 
the administrative agency to negotiate where it is determined that all 
the bids are unreasonably high. 

The Comptroller General’s specific language was: 
It is my view, based upon the legislative background of the section, that it 


was intended to be used only to meet abnormal market or procurement condi- 
tions resulting from the outbreak of war or other sudden national emergency 


He is talking there about 2 (c) (1). 


The House report on the bill which became the Armed Services Procurement 
Act shows that advertising was expected to be used when definite specifications 
could be offered to a number of adequately equipped potential suppliers who 
would compete for the business, and that resort to negotiation would be had 
only when one or more of these conditions was missing. 
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[he invitation issued in the present case and the responses thereon 
demonstrate that the supplies needed can be obtained through normal 
advertisement procurement procedures. If, as stated in the letter of 
\pril 5, 1954, the prices of bidders other than the Wayne Pump Co. 
ire considered to be unreasonable, then in view of the fact that the 
Wayne bid must be rejected on other grounds, the situation appears 
to be one specifically within the purview of section 2 (c) (15) of the 
\rmed Services Procurement Act. 

In view of the difference in the amounts of the bids received, 
would seem that the matter should be readvertised or that the coal 
edure specified in section 2 (c) (15) more properly should be fol- 
owed. 

Mr. Forsyrur. Is that « case where the military came to you and 
sked advice before they got in trouble # 

Mr. Casey. That’s right. In that case they requested a decision. 

Mr. Forsyrur. Do they do that very often, or do they wait until 
they get in trouble first? 

Mr. Casey. Well, my experience is that more often than not they 
wait until they get in trouble first, and I have always had a suspicion 
that some of them come to us when they want to pass the woe to us, 
as telling them that they can’t do something, so that they can turn 
around to the contractor soa say, “Well, we w ent to the Gesaral Ac- 
counting Office, and they tell us we can’t do it.” 

If they want to do it, very often they go ahead and do it anyway, 
and let us find out about it afterwards. 

As I indicated, the questionable features of the Department of 
Defense buying practices stem from the extremely broad authority 
eranted by section 2 (c) (1). Only two things are necessary to make 
that section operable. 

First, a declaration of national emergency, either by the President 

r by the Congress, and second, a determination by the agency head 
th: at such emergency makes the negotiation of contracts necessary in 
the public interest. This is just one more instance where we in the Gen- 
eral Accounting Office have seen freedom from checks and controls 
giving rise to administrative abuse. 

While the act itself contains no standards for determining when, 
or to what degree the public interest requires negotiation, its legis- 
lative history indicates quite clearly that section 2 (c) (1) was in- 
tended to be used only when normal peacetime procurement was not 
practicable. 

We don’t think, for example, that the term “public interest,” which 
admittedly almost leaves it up to the judgment of the contracting 
officer to do whatever he pleases, was ever intended to encompass 
savings in unemployment compensation, tax losses, idle machinery, 
impact on communities, or lost sales or relief payments as has been 
argued by the Office of Defense Mobilization, and we took that from 
their third annual report. 

Mr. Forsyrur. That is Dr. Flemming’s organization. 

Mr. Casry. That is right. Conditions today fortunately are far 
less emergent than those prevailing in December 1950 when the present 
national emergency was declared. In fact, we believe that there is 
sufficient reason now to require a good proportion of Government 
procurement to be advertised rather than negotiated. 













416 MILITARY PROCUREMENT PROGRAM, 1954 





We think that procurement conditions generally are relatively 
stable. We have not been able to determine that there has been any 
significant change in Department of Defense buying policy. 

I might point out, however, that in connection with the recent con 
troversy over the destroyer contract, that the Secretary of the Navy 
indicated he was going to review his policies, and we think that pos- 
sibly that he himself might have been a little surprised by the action 
of the Department in that case. 

Of course, this matter of emergency authority is one that constantly 
is troublesome to the General Accounting Office. We see through the 
vears that the instant an emergency breaks out, the agencies all 
scream for emergency authority, lift all the controls, lift all the 
checks. But then when the emergency ends, you don’t even hear a 
whisper that they no longer need the emergency authority. 

Then they have to wait until somebody comes and finds out that 
it is no longer needed and forces them to give up the authority that 
the Congress gave them under the stress of an emergency. 

I would like to quote from a recent letter that the Comptroller 
General sent to Congressman Paul Brown, who questioned this very 
aspect of the Government’s procurement program, that is, the exten- 
sive use of negotiating authority. And the reason I am quoting this 
more or less at length is to give some suggestions in this letter for 
some legislative changes. 


At least he suggests that they be given consideration : 


In response to your request for suggestions which might more adequately 
protect the interests of the Government in negotiated procurement, I believe 
periodic administrative review of the necessity for continuation of section 2 
(c) (1) authority should be made mandatory perhaps by providing that agency 
head determinations thereunder should not be made for periods in excess of 6 
months at a time. A more drastic limitation would be to permit negotiation 
under section 2 (c) (1) only during time of actual hostilities and 12 months 
thereafter and to require express legislative sanction for negotiating authority 
during any other periods. I do not at present, in view of the limited use of nego- 
tiation under the other subsections of section 2 (c), have any suggestions with 
respect thereto. The authority to negotiation under those subsections is, of 


course, subject to many limitations and safeguards not applicable to negotiation 
under subsection 2 (c) (1) 


You also request my views as to the effect upon small business of further 
restrictions on negotiated procurement. My comments will be limited to the 
effect of modification of section 2 (ce) (1), since I have not suggested further 
restriction on the use of negotiation under sections 2 (¢) (2) through 2 (c) (17). 
Section 214 of the Small Business Act of 1953 (67 Stat. 238) provides that small- 
business concerns shall receive any award or contract or any part thereof as to 
which it is determined by the Small Business Administration and the contracting 
procurement agency (A) to be in the interest of mobilizing the Nation’s full 
productive capacity, or (B) to be in the interest of war or national defense 
programs. So long as this statutory authority exists for earmarking a fair share 
of Government procurement for small business, it would seem to be immaterial 
whether the contracts are let on a negotiated or an advertised basis. While the 
conditions may since have changed, it is not inappropriate to point out that the 
Senate Select Committee on Small Business in a report dated June 21, 1951 
(S. Rept. No. 469, 82d Cong., p. 38), made the following recommendation: 

“3. The committee is convinced that small producers fare best under the formal 
advertised bidding procedure. It therefore strongly urges the use of advertised 
procurements to the fullest extent practicable. In fact, it is of the firm belief 
that negotiation should be drastically restricted and employed only for urgent 
or classified purchases, or when definite benefits to small business may 
ensue * * *.” In my opinion, therefore, the discontinuance of negotiation under 
section 2 (c) (1) of the Armed Services Procurement Act should have no 
detrimental effect upon the volume of procurement from small business, 
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Senator Tryr. Mr, Casey, have you and your agency concerned 
selves with sitting down with the various defense agencies to 
etermine whether they are living up to the spirit and the intent of 
» law, and that is to always obtain bids on any type of a contract 

a purchase wherever it is within a possibility and it is in a field 

here there is a common supply, I mean outside of the atomie field 

here there is a restricted supply ? 

Mr. Casty. Well, all I can say in answer to that, Mr. Chairman, 
: that our audit people are in constant daily contact with the pro- 

rement people in the Pentagon, and also throughout the walters, 

Senator Tryr. Have you any specific cases of where you are in 
lifference with the procuring agencies and their manner of making 

irchases or letting of contracts? Have you specific cases where 
ou are at disagreement at the present time / 

Mr. Casry. On the question of negotiation against advertising? 

Senator Tuyr. Yes, sir. 

Mr. Forsyrue. We have a report here, I think, that might answer 
that. 

Senator Tnyr. Mr. Forsythe, he should be able to answer that 
question. 

Mr. Casey. I don’t believe, Mr. Chairman, that I can answer that 
question. I don’t have personal knowledge of any case where we are 
n disagreement with them. Of course, I know the chairman recog- 
nizes that we are in a field of more or less policy. In other words, 
we have got to rely to a large extent on the administrative deter- 


mination—— 
Senator Tuy. But you are the counsel of the General Accounting 


agency and, therefore, you are the counsel to whom the General 
\ccounting agency would turn to if there was a legal question which 
the General Accounting agency was concerned with. 

Mr. Casry. That’s right, sir. I am pointing out why this par- 
ticular area is not one in which we would be on sound ground to take 

violent position with the Department of Defense as to whether a 
oahanalae procurement could more properly be advertised and 
negotiated. 

In other words, if they make the determination that it is in the 
public interest, that is it, so far as the General Accounting Office is 
concerned. 

We have no legal grounds to disagree really with that determi- 
nation. 

Senator Trryrr. However, you may have a difference of opinion, 
and that was the real basis of the question, simply whether there 
are instances now where the General Accounting Office is in disagree- 
ment with the action of the purchasing authorities within the Defense 
Department. What I am trying to find the answer to is this: Are 
there’ practices as to which the General Accounting Office is in 
disagreement at the present time? 

Mr. Casey. Yes; we are in disagreement with the general practice 
of negotiating as against advertising. 

Senator Tuyr. Do you have specific instances where you have 
challenged their right to proceed in the manner in which they are 
proceeding? 

Mr. Casry. I will concede their right. We would never be able 
to question their right. If they make the determination it is in the 
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public interest, there is no legal question involved. I would never 
see it. 

Now, I know that the auditors have in the course of their daily con- 
tacts on an informal basis questioned whether or not this one couldn’t 
have been advertised rather than negotiated, but there is no legal ques- 
tion involved. The Congress has relinquished to the administrative 
agency all controls, and has left the General Accounting Office without 
any legal basis for questioning it. 

Senator Tuyr. I know that is true insofar as what Congress per- 
mitted them to do in determining what is the best interest. 

Mr. Casey. Public interest. 

Senator Tuyr. You and the General Accounting Office can raise 
a question when you think they have exceeded that authorization as 
to the public interest and safety of the Nation. 

I am just trying to get information as to whether there has been 
abuse of the discretion or authorization granted them by Congress, 
and if there is and has been abuse, then of course it is necessary that 
Congress take immediate steps to make certain that these abuses are 
corrected. You in the General Accounting Office are certainly the 
ones best qualified to make a specific reply as to whether you think 
abuses have been committed. You think there have been abuses; is 
that your reply ? 

Mr. Casey. Yes; that’s right. 

Senator Ture. And you think that their conduct has not always 
been in the best interest of the Government and the general public? 

Mr. Casey. As a policy proposition I think—and this is the sole 
support for my statement—that with the change of economic condi- 
tions, particularly since the cessation of hostilities in Korea, and even 
before that, it seems to us that the emergent conditions that were in 
contemplation when the Congress granted this authority have ceased, 
und that when normal peacetime procurement conditions come back 
into being, so to speak, then as a matter of policy at top level, the 
blanket authority to negotiate should be withdrawn. 

Now, as evidence of the fact that it has not been withdrawn is the 
extremely large proportion of contracts that are still being negotiated 
as against advertising. Does that answer your question ? 

Senator Ture. It does. 

Mr. Forsyrne. When did 2 (c) (1) come into existence? 

Mr. Casry. Into operation? December 16, 1950, when the Presi- 
dent proclaimed the existence of a national emergency 6 months after 
Korea. 

Mr. Forsytue. 2 (c) (1) was used during World War II, also? 

Mr. Casry. 2 (c) (1) was not enacted until 1947. During World 
War II the First War Powers Act, which was enacted 10 days after 
Pearl Harbor, gave them complete right to disregard all laws with 
regard to the making of contracts, so naturally advertising was one 
of them. 

Another suggested topic for discussion contained in Senator Fer- 
guson’s letter to the Comptroller General is the remedy for the illegal 
award of contracts. This involves a very interesting and often trou- 
blesome phase of the activities in the General Accounting Office in the 
field of Government procurement. 

Before discussing the actual legal remedies available, either to a 
contractor who has been the recipient of an illegal award, or to an un- 
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iccessful bidder, I should like to generalize somewhat concerning this 

pe of case. 

As you know, the basic function of the General Accounting Office 

to see to it that public funds are expended in accordance with the 

rovisions of applicable laws and regulations. Government-contract- 

g officers have no apparent authority as distinguished from real au- 

jority under the principles of law governing the conduct of affairs 

etween private individuals. 

Public Officials have only the authority which the law confers upon 

em, and it is incumbent upon those doing business with the Govern- 

ent to know the extent and limitations of that authority. 

For the General Accounting Office to be really effective in the field 

f Government procurement, and for that matter in other fields of 

overnment activity, the Congress must establish limits and clearly 

fined areas of administrative discretion. We cannot and probably 

ould not attempt to substitute our judgment for that of the admin- 
istrative contracting officers. 

We recognize at all times that in an area where the Congress has left 
the administrative official free to act as his best judgment dictates, the 
General Accounting Office is necesarily confined in its review of 
procurement actions to report to the Congress any flagrant abuses of 
the power conferred. 

Down through the years we have handled what we call bid-protest 
cases of many kinds. In recent years a number of these cases which 
have been presented to us by unsuccessful bidders has been steadily in- 
creasing. Contractors are becoming more generally aware of their 
right to contest a question of award in the General Accounting Office. 
We have been striving constantly to render more effective service in 
this field. 

There was a day when the protest of an unsuccessful bidder was re 
ferred to the administrative agency for a report as to its version of 
the facts, and the facts thus reported were invariably accepted with- 
out question. 

[ might interploate at that point that what I mean by that is that an 
unsuccessful bidder would protest that he was not given a fair deal in 
connection with the award of a contract. We would refer that pro- 
testing bidder’s letter to the administrative oflice, to the Secretary 
level, but of course what we found was that that letter was referred 
down through the various levels probably to the very contracting 
officer that made the contract, who necessarily then would unde rtake 
to justify his own action. 

So when the thing came back up again and was signed by the Secre- 
tary of the Army, it was merely an attempt to cloak with immunity 
whatever action he took, and we — accept in the old days—when 
I refer to the old days, I mean 10 years ago—that administrative re- 
port without question. 

We would go to the protesting bidder and say, “Here is the ver- 
sion of the facts given to us by the administrative office. We have no 
way of knowing otherwise, and this is it.” 

Today we try to do our best to look into that administrative report, 
and actually find whether it does comport with the true facts. We 
have our Office of Investigations upon occasion take the protest of 
the bidder and go immediately to the field offices involved and look 
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at their books and records and talk to the people more or less, you 
might say, by surprise, rather than have them alerted and have some 
time to prepare a case for themselves before they come back to us, 

Mr. Forsyrne. What percentage of protests do you use that activity 
on, Sel pe peop le out into the fiel l? 

Mr. Casey. We necessarily have to limit it to the ones that, from 
a review of the thing in our office, it looks as if there is some merit 
to it. 

We get enough letter protests that we can tell right away whether 
they are without merit. We haven't got the personnel in investiga- 
tions to send out—— 

Senator Tryr. Then what kind of a protest would that be? From 
whom would that be? 

Mr. Casry. From an unsuccessful bidder generally, Mr. Chairman. 

Senator Tuyer. It would be from the unsuccessful bidder ? 

Mr. Casey. Yes, sir. 

Senator Titye. In other words, the unsuccessful bidder just says 
that this was awarded, and it is costing the Government more mone) 
than if the award had been let to him. 

Mr. Casry. That’s right. 

Senator Tuyr. And then you go out and make an investigation? 

Mr. Casey. That’s right. 

Senator Taye. Do you make other investigations without having 
to wait for someone to make a complaint? 

Mr. Casry. Yes. We have people in the field all the time, in our 
Audit Division and our Investigation Division. And in the course 
of reviewing records, they will upon occasion come up with some 
information that doesn’t look right to them, and that is the other 
source, but naturally of course the most fertile source will be where 
we have got a specific instance and a specific situation called to our 
attention by an unsuccessful bidder. 

They are the ones that are in the best position of anyone to call 
our attention to that. 

Senator Tuyr. Yes, but they of course do not have access to ali 
the records in the course of the execution of the contract and the 
payments thereof. 

Mr. Casey. That is true. 

Senator Tuyr. They do not have access to that as an unsuccessful 
contractor, whereas you, the General Accounting Office, have every op- 
erat to examine that in every phase of its functions. 

Mr. Casey. That is true. I don't want to leave the impression that 
our review of awards is limited to an investigation of bid protests. 

Senator Tuyr. I wanted to be certain that the record didn’t indi- 
cate that you were just sitting here w aiting for someone to make a 
compl: unt before you went out. 

Mr. Casey. Thank you, Mr. Chairman. No, that is a very, very 
small part of our review of contract awards and of payments under 
them, naturally. 

In fact, as I say, otr procedure generally upon bid- protest cases is 
merely to refer it from the Gener: al Counsel’s office to the ¢ ‘omptroller 
General to ask the administrative office for their explanation of it, 
because 9 times out of 10 they will have an explanation that is com- 
pletely meritorious, and that the unsuecessful bidder, not being aware 
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ther the situation in the Department or the particular authority 
der which they are acting, will have just raised a kick for nothing. 

This brings us to the question of what happens when the General 
\ccounting Office determines some time after a contract has been 
awarded and performance began, that there has been a violation of 
law in connection with the procurement. 

Some time ago a memorandum was prepared on this subject, and a 
copy of it was furnished to the staff of this committee, Mr. Chairman. 
[ assume that that memorandum, which is quite lengthy and quite 
detailed so far as the law is concerned, is still with the committee. 

Senator Taye. I have it in my hand. 

Mr. Casey. I won’t go into detail on that memorandum. I should 
point out that basically the courts have recognized that in a case where 
a contract has been awarded, but it is in violation of some provision 
of a statute or some regulatory provision, that the contractor, even 
if the contract is void, should be paid a fair value of the services per- 
formed on the materials furnished. 

In other words, on a quantummeruit basis. 

Now, of course, I recognize that very often that results in a con 
tractor receiving where he is part way through a contract, and it has 
been canceled, just about what he would be entitled to receive under 
the contract. 

In other words, if it is canceled where 60 percent of the work has 
been done, he very often receives on a quantummeruit basis just about 
what he would have been entitled to receive under the pricing terms 
of the contract. 

That perhaps is unavoidable for this reason: That we in the Gen- 
eral Accounting Office necessarily have to refer to the administrative 
office for their appraisal of what the fair value of the services amounts 
to or what the fair market value of the goods furnished amounts to, 
end naturally the people that are making that appraisal are the very 
people that let the contract. They are not going to come back to us 
and say that the contract price was an unreasonable price and that 
the fair market value is something less, so that generally speaking 
they will come back and say that ‘the vy feel that the contract prices 
represent the fair market value of the services performed and the 
materials furnished. 

Mr. Forsyrue. What would be your interpretation of the Govern- 
ment’s liability in this case? This just came before us. 

The Quartermaster Corps in Chicago put out a procurement on a 
joint determination, and the firms responded, and they opened bids, 
and there was one bidder who was $250,000, a quarter of a million 
dollars under the next low bidder, and the contract was awarded to 
that company, and they received the contract and they signed it and 
they purchased that material and they were just ready to begin work, 
when they received another letter from the quartermaster saying : 


Your contract is canceled. We have in the course of our routine investiga- 
tion looked into the contract, and we find that you are an affiliate of another 
business corporation. Therefore you are not a small-business corporation. 
This was a joint-determination program in procurement, so therefore you should 
not have bid. In view of the fact that you have bid, we will have to cancel 
the contract and we will have to start over again. 


Now, does the company that received the contract have, in your 
estimation, a cause of action against the Government for the purchase 
of the equipment, the material, the raw materials that went into that? 
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Mr. Casey. Well, as an off-the-cuff proposition only, it does seem 
to me that the company is not really coming in with clean hands t 
begin with if they represented themselves to be small business and 
were affiliated w ith someone. 

Mr. Forsyrue. That question was raised, and the quartermast: 
and the company agreed that there was no intent to come in under 
false colors, that this company has less than 500 employees. They 
believed, and apparently very honestly, the quartermaster grants then 
that, that that was the criterion, and therefore they came in believing 
that they did qualify on this particular joint-determinatio: 
proposition. 

It was only later that they found out that the affiliation of the other 
company knocked them out. 

As far as the Government contracting officer is concerned, there has 
been no question raised as to the intent to come in under false colors 

They will accept the fact that the company came in in good faith. 

Mr. Casry. : would doubt very much th: at you would have any court 
precedent for it naturally, because of the fact that this joint deter 
mination is a comparatively new thing in the law, and if it has the 
force and effect of law, I would be inclined to leave the contractor to 
his cause of action in the courts. 

That is my offhand impression, that I think they have a justifiable 
basis for refusing to award them the contract, and if he has any 
rights, let him establish them in the courts. I am inclined to think 
the General Accounting Office might disallow his claim, in the absence 
of a precedent I feel pretty sure we would 

It is also true, Mr. Chairman, that in these bid-protest cases, an 
unsuccessful bidder very often gets very little satisfaction even if he 
succeeds in establishing his protest. When I say “establishing his 
protest” I mean even if his protest has merit, and the contract is 
canceled. He may not get the contract anyway. 

It may be readvertised and let to somebody else, or the agency may 
decide that they don’t need the work done or they don’t need as many 
materials as would be-necessary if they had to readvertise. 

Of course, that situation is aggravated very often by the fact that 
when the protest is made, by the time the General Accounting Office 
has a chance to get the full facts of the matter, and very often it is 
delayed by the administrative office—in other words we ask for a 
report on the facts and they delay the facts—in the meantime the 
work is going on, so that by the time we get around to making a 
decision, the thing is half or sometimes even all completed. 

We are doing our best to remedy that situation as much as possible. 
We have working arrangements with most of the agencies so that 
when we find a bid protest come in that looks on its face as if it has 
merit, and there is a substantial amount of money involved, we will 
call up on the telephone and tell the counsel or someone that we 
have a contract with that. This thing looks as if this fellow may have 
something. Then, of course, we have to leave it up to the adminis- 
trative office, but they will very often stop work on the contract 
until the question has been resolved. 

As I say, we have to leave it up to them because we don’t know the 
exigencies of the situation so far as the services are concerned. 
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We can’t actually order them to stop. We have to leave it to their 
\d judgment as to whether or not it is in the interest of the Govern- 
nt to stop until the clouds have cleared away, so to speak. 
| personally have been convinced for some time that one of the weak 
‘ts in Government procurement is in the drafting of specifications. 
has been my experience that they areas a general rule entirely too 
plex, unnecessarily stringent, and sometimes unintelligible even 
contractors with lifelong experience in the particular business 
olved. 

We have seen on occasion too where there has been every indication 

it the specifications were so drawn as to make it almost certain 

ta part icular company would be the suecessful bidder. 

n some cases particular brands or trade names are used, followed 
the words “or equal” and I noticed that you have already ques- 
ned people from the Veterans’ Administration on this type of 

And that kind of case is a sore spot to us for probably the same 

isons that it is to the committee, because the judgment of whether 

is “or equal” of course has to be left to the contracti o officer. He 

; got a large area of discretion there as to whether it is actually 

or equal.” 

think possibly in some areas that even the whim or fancy of the 
itracting officer may dictate whether the award is made to one 
idder or another. That may be, of course, natural. 

| know that even our wives may buy a particular toaster or re 

gerator that they have a fancy for, and no amount of expert demon 

ration will convince them that something is “or equal.” 

Only judging from human nature, that may be in the minds of some 

the contracting officers. 

When considering the hundreds of thousands of items and speci- 

ations that are drawn in the various Government departments each 

ur, there is no work that can be done by any one group in this field 

n a week or a month or a year that will show beneficial results to any 

iarked degree. It is going to have to be a constant, prodding process 
to get. specifications so that they will mean something and so that they 
will effect the best possible procurement for the Government finan- 

ally and otherwise. 

Another deficiency in the procurement program is in the establish- 

lent of delivery dates. It has been our experience that contracting 
flicers generally want the materials as quickly as they can humanly 
get them. Of course, when they establish such a delivery date, the 

rst thing it does is push up the price. 

The fellow that has to deliver the materials quickly invariably will 
harge more money for getting them into production. Of course, 
very often the delivery date is such that a contractor had to work 
his plant around the clock to get the stuff out to meet the delivery 
date. Of course, there he has to pay overtime and that naturally puts 
up the price of the product. 

I also think that it has a detrimental effect on small business 
where an unrealistic delivery date is established. A small-business 
man that hasn’t the available sources of supply. he hasn’t the tooling, 
and so forth—the whole production setup that big business has—neces- 
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sarily is not going to subject himself to the possibility of a default 
and even the possibility of liquidated damages in some cases, if he has 
come doubt that he is going to be able to meet the delivery date. 

We have one case where this kind of a situation came up on deliver) 
dates. The General Services Administration was buying some trucks 
for the Post Office Department, and in the specification they stipulated 
that the trucks had to be delivered not later than 120 days from a 
certain date. 

One bidder that was the low bidder promised production to start in 
150 days with complete delivery not more than 30 days thereafter. 
He was $150 lower on each truck—$4,000 against $4,150 or thereabouts, 

Well, the General Services Administration got in touch with the 
Post Office Department and said, “Well, here is the situation: The 
low bidder is going to cost you $4,000, and the second low bidder, the 
enly one conforming to the delivery requirements, will cost you 
$4,150." 

The Post Office Department said, “That is not worth that much 
to us. Take the fellow with the low bid and waive the delivery 
requirement.” 

Well, they did; and, of course, the fellow protested to us, and we 
said, “You can’t do that. In fact, if you didn’t want the trucks in 
120 days, you should have said you didn’t want them in 120 days.” 

So we required them to readvertise, I believe, in that case. 

Senator Tuyr. You say you required them to readvertise, you 
beheve ? 

Mr. Casry. Let me actually find that. 

Senator Torr. That is what I want to get clear. 

Mr. Casry. Let me read what we actually said: 

There is nothing in the invitation to put bidders on notice that time of delivery 
was “not of the essence.” In fact, the reasonable interpretation of the delivery 
provision is exactly the opposite. 

If the Post Office Department did not actually require the trucks within the 
period specified—to the extent that it was prepared to pay a higher price fo 
early delivery—then either the requirement should not have been included at 
all or some alternative should have been left to the bidders to offer. longer 
delivery periods at lower prices. In the latter event, some method of evaluating 
bids according to price and delivery date would also have to be stated. 

Under the circumstances, I cannot but conciude that the award as made 
does violence to the spirit and purpose of the law, inasmuch as the bidders 
were not properly advised as to the basis upon which bids should be sub 
mitted. The contract should be canceled. 

Finally I want to mention what is ren ips the biggest bugaboo in 
the es I don’t believe it has much bearing on the small-business 
aspects of it, but it does involve a waste of public funds, and that 
is in the year- cae buying. I know this committee is familiar with the 
practice of administrative officials working night and d: ay toward the 
end of a fiscal year to make sure all their funds are obligated, and 
they do not “lose” any by having them revert to the Treasury. 

Congress has recognized the existince of the practice and has re- 
cently attempted to correct it by a provision in the Department of 
Defense Appropriation Act; section 635 of the 1954 appropriation 
provides that not more than 20 percent of the appropriations 
toade in that act which are limited for obligation during the flees : 
year 1954 shall be obligated during the last 2 months of the fiscal V 

While I am not prepared to take an unequivocal position at this 
time, there has been some indication that some offices in the Depart- 
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ent of Defense are now attempting to do by April 30, that is, 2 

ae prior to the end of the fiscal year, what the y originally did by 
June 30. 

Senator Ture. In other words, they are going to make it so it 
loesn’t appear too obvious. 

Mr. Casry. Well, they are going to make it so that they obligate all 
except 20 percent of their funds. 

We had one case on this year-end buying that brought out force- 
fully to us and to the committees of the Congress that we reported 
to the detrimental effect of this hurry-scurry program of trying to 
cet the money obligated before the end of the vear, and that was in the 

irchase of some wire fencing for the Air Force. 

hey went out and bought all the wire fencing that they could pos- 
ibly use. We found that it was used in 9-foot fences to fence in chil- 
dren’s swimming pools and all kinds of things. It had been lying 
around on some of these airbases for a year and a half. Only a small 
portion was used, and probably ever will be used. 

Senator Tuyr. Did you follow that up to determine what was the 
final dispositi ion of that fencing 

Mr. Casry. I wonder if I could ask Mr. Ellis, who is our chief 
investigator— 

Senator Tuyr. We have read newspaper reports on that, and it is 
an administrative function that someone should be made to account 
for. For that reason I would like to know what steps the General 
Accounting Office is taking in following up this particular question. 

Mr. Casey. Mr. Ellis. 

Mr. Exvis. Senator, the answer to that is this: In January of this 
year, nearly 2 years after the procurement, about 2 years after, the 
Departme nt has finally advised us that they have discovered enough 
projects now on the planning board to use up all of the fence. 

Senator Ture. Well, I know: but are you checking to determine 
whether they have made projects, or whether there is any justifica- 
tion for these projects. If they have all of this fencing, and if the Vy 
are faced with a very great embarrassment because someone had made 

all these purchases, then if they go back to try to justify why they 
have made these purchases and where the projects are located where 
they want to use this fence, I certainly would want the General Ac- 
counting Office to approve the purchase of this type of material. If 
it was out in Maryland and you were later going to make an alloca- 
tion of some of this material to be used in Dallas, Tex., or in Boise, 
Idaho, or in Portland, Oreg., you would have a greater expense of 
transferring it from Maryland to those points than the actual value 
of the supply. 

Therefore, are you following that up now to determine whether 
they are making a project and reporting to you that they have use 
for it, and where are they going to use it, so as to make certain that 
they are not just merely camouflaging, which is a very embarrassing 
question / 

Mr. Exxis. We have done this much. Originally we found that one 
of the projects in mind, in fact the shipments were made in one case 
to an airbase that didn’t exist, and the local freight agent had a little 
trouble finding where to deliver the carload of fence. 
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Senator Tuye. Now, what did you do with that particular tra 
action? Did you follow down through it to determine who was r 
sponsible ¢ 

Evuis. We tried, but it wasn’t possible. We did make an 
tempt, but there were just too many people involved. 

Senator Tuyr. You mean you could not find the purchasing ord 
to determine who had sioned it? 

Mr. Exuuis. We knew that. yes; we blamed the entire program 06) 
one certain colonel. 

Senator Ture. Then couldn’t you hold that colonel responsible / 

Mr. Enuis. No. It was within his area of discretion, that about 
which Mr. Casey has been talking. 

The money was given by the Congress, he had an actual list of pro 
cts of about 250,000 feet. What he ordered was 750,000, or enous 
to stretch from here to Philadelphia: 

Senator THuyr. Yes, we saw all of those reports, but those report 
are absolutely no good. 

They have corrected nothing except to make somebody irritated. 
or angry, and someone else embarrassed, and we of Congress shar 
the e gr tea ont. 

Now, the next question: Did you, the General Accounting Office, 
follow ieeaiaeia and having found out who the colonel was, did yi 
go beyond that and determine why the colonel let a contract for 750,001 
feet when he only needed 250,000 ? 

Mr. Exxis. We were satisfied and put in the report why we think 
he did it. 

Of course the Department finally reported, as we asked them what 
action they were going to take. 

Frankly, the only possib le action that would be of any consequence 
is disciplinary action on the culpable officer. That is one of the hard 
est things in the world to get done, and is something we keep driving 
at 

All that was done, the man is still a colonel, but the man was pro 
moted to Germany. Whether that has anything to do with it, I don’t 
know. 

Senator Ture. You mean promoted ? 

Mr. Exuis. He was sent to Germany. He was a colonel, and still is 
today. 

Senator Tuyrr. That is a better statement, that he was transferred 
to Germany, given an assignment over there. 

Mr. Casey. I might say, Mr. Chairman, in that particular case it 
was reported up to the Congress and hearings were held before a 
House committee which went into the same facets that we are discuss- 
ing here now, and in particular the misdirection of this shipment up 
to the place in New York, and they also tried to get at the bottom to 
see who was responsible for that misfeasance, so to speak. 

Mr. Exxis. I will do enough more of that checking as the committee 
wants. I have got the list. 

I know the projects where that fence is now being shipped, and it 
is remarkable, for example, there is literally thousands of feet. deliv- 
ered to Wright-Patterson, the need for them is now developing in 
Alaska at various bases. It is a little hard, though, Senator, for us to 
be in the position of saying to the area installations officer, the man 
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s responsible for security at particularly a strategic air com- 
nd base, Offutt Air Base, for example, or Fairbanks, Alaska, it is a 
» hard for us as laymen to be able to be in the position of ques- 
ing the judgment of the sec urity officer that he has got to have a 
e, especially nowadays. 
| don’t know probably anything more important to the security of 
s country than a good strong fence around every airbase, especially 
SAC and the TAC. But we have verified that the bases to which 
e fence is going are actually bases in existence. 
Now, if the committee would want me to, if I should spend the 
oney to do it, I can go further and go around and have a look at 
em and say, “What in the world have you got a big base here that 
sa nice fence—why in the world do you need a new “one ?” 
| haven’t up to this date at least concluded to go that far. It is just 
question of judgment. I can do as much of that sort of thing as we 
ould do. I will be glad to do more if the committee thinks I ought 
do it. 
Senator Tryr. Well, certainly as the General Accounting Office 
is a part of your function to try to determine what they do with the 
fencing material of this kind, and certainly, as we note from the pic- 
tures here, they have concentrated this fencing material in a certain 


rea 


Mr. Exuis. Those pictures, each picture is what was found at about 
7 bases, if I remember the figure. 

Senator Tirye. If this wire here was delivered to a base and that 
ase did not need it, and if they were going to then ship it out from 
iere to Greenland or Iceland or some place away from the continent, 


hat im itself would indicate that it was just a plan to use the material. 
rhey had no use for it in the first instance, or they would never have 
delivered it to the point of delivery. 

Mr. Exxis. Oh, yes. I don’t understand the Air Force now to deny 
that the procurement was greatly in excess of any actual reasonable 
I eed. 

Senator Tuyr. We have seen the accounts of it. We have had it 

n the appropriations committee, and of course it is still being dis- 
ussed in that committee, but we are now checking what the Account- 
ng Office does, and in which manner you follow up on to determine 
that the person responsible for having made this mistake is properly 
dealt with so that he doesn’t make a similar mistake in some other 
position that he may be assigned to. 

Mr. Exxis. I am sure of the question, but I am not sure that we are 
ihe ones to get the colonel disciplined. ‘The House committee con- 
sidered that at considerable length, and I would certainly be delighted 
f the Senate committee would consider it, too. That is a very im- 
portant question. 

We will not get economy until we get the officer corps cost-con- 
scious, and the best way to get cost-consciousness, in my mind, would 
be some disciplinary y action on the fellow who isn’t. 

Senator Ture. That’s for certain. 

Mr. Forsyrue. There is no legal liability, is there? We asked that 
question before in our hearings as to whether or not you would be 
able to make an officer pay for the excess here. That would be a very 
good way, probably the most effective way. 
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Mr. Ex.is. You read in the paper, at least I did, of an officer that 
paid for a aoe 

Mr. Forsyrue. I read that he paid for a doghouse, and it came 
just after Senator Ki erguson had asked the military if there was any 
legal way in which they could hold their officers liable, and they said 
no, that there was no law, and we did enough checking to almost come 
to the same conclusion ourselves. I was wondering how the general 
got to pay for the doghouse. 

Mr. Casry. That was for his own personal use, which of course may 
be a different situation. What you are talking of now is materials 
bought for official use that turned out to be an excess of actual needs, 

Mr. Forsyrne. That is right. 

Mr. Casry. I might say I agree there is no responsibility. I know 
there have been suggestions at times to place responsibility on the 
contracting officers rather than on the disbursing officer, because the 
fellow that actually gets the Government committed to an excess of 
public funds is the fellow that makes the contract. I served as counsel 
to a House committee for a couple of years, and we did have a proposal] 
to bond the contracting officers and to place responsibility by law di- 
rectly on the contracting officer, so that when he made the contract 
he would be the fellow that would be obligated to pay back expendi- 
tures made under the contract. 

$v the time the certifying or disbursing officer gets it, it is too late. 

Senator Ture. Well, if an officer were demoted if he made such a 
mistake, as is obvious in this fencing here, the next contracting officer 
would be far more careful before he committed himself to signing his 
name on an order. If the gentleman is just going to be removed so 
that he doesn’t have to face the glares of those that knew he was re- 
sponsible for having let this contract, if he is just going to be shipped 
off to some distant point so that he doesn’t have to meet the folks that 
know about the transaction, why, that isn’t any discipline that is going 
to cause somebody else to think twice before entering into another 
contract. 

Mr. Casey. That is the best way possible to get action, but I also 
agree with Mr. Ellis that that is not the job of the General Accounting 
Office. It is either with the head of the agency or with the Congress. 

Senator Toye. Are there any further statements you have? 

Mr. Casry. No, that concludes my statement. 

Mr. Forsytue. I just have one question of Mr. Ellis and Mr. Casey. 

I notice in your testimony here, and in our dealings with the 
procurement officials we are getting more and more to the point where 
each question is answered, “Well, that is a matter of judgment with 
the procuring officer or the contracting officer.” 

I paver in your memorandum to us here you say that you have had 
powers taken away from you that are now resting in the hands of the 
judgment, the discretion, of a contracting officer. 

Is there anything we can do to reverse that trend ? 

Apparently now they can justify almost anything on the ground 
that it was probably not good judgment, but nevertheless it was the 
judgment that prevailed. We are stopped many times by that 
answer. 

Mr. Casey. As long as the Congress will keep conscious of the fact 
that the more discretion they grant, the more powerless they render 
the General Accounting Office as a policy proposition 
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Mr. Forsyrue. In other words, do you feel that the General Ac- 
inting Office, as the watchdog of the public funds, you have seen a 
luction in your power which reflects itself in your ability and 
iency to watch public funds ¢ 

Mr. Casey. Every time that the Congress grants any broad author- 

it, to that extent, reduces the authority of the General Accounting 
UT Fic e. 

Mr. Evxis. There is one other case of exactly what you are talking 

out the year-end procurement. I don’t want to bring it up if you 

re ina hurry. 

Would you like to hear about a half page on this? 

Senator Tuyr. All right, let’s have it. 

Mr. Exxis. This illustrates both the year-end procurement to use 

» the money evil and also the unbridled discretion which can result 

| negotiation and amendment of contract. 

At the end of the fiscal year 1952 out at the general depot of the 
Army in Ohio, a program was arranged to acquire a tremendous 
reserve of spare parts for new equipment. 

The program got underway only in the last 2 months of the year, 

nd during those 2 months the expenditures were 3 times as large as 
thos for the first 10 months. 

Now, here is what actually happened, to show the order that was 
sent out: 

An order is sent to a present contractor and all it says is this: 

Amend the following existing contract to provide for: one (1) of spare parts 
alued in the amount of [blank]. Detail list of items will be furnished at a 
later date. 

On that document alone the entire unexpended balance was regarded 
as obligated. Months later, after somebody discovered how many 
dollars were left that hadn’t been spent on anything else, that many 
dollars’ worth of parts were written into the order that had been 
written last June. 

Do you see what happened / 

= the last day of the month, “Send us spare parts to the amount 

f [blank].” Months and months later, after all the money that 
hadn't been spent anywhere else was located, they fill in the blank and 
say, “That is how many parts we need.” 

We are supposed to believe that there was some realization of 
need for parts in exactly that amount. Actually it is obvious on the 
face, in fact it has now been admitted by the Army that that was 
done solely to use up the unobligated balance. 

Senator Tuyr. Who was the officer that admitted 

Mr. Exuis. I will have to furnish that. I didn’t bring that record 
up here, as I didn’t know it would come up. I have got that. 

I have also got a very fine letter from the Under Secretary of the 
Army, who agreed with everything there, and said that the exposé, 
shall we say, of this matter had been he ‘Ipful to them in making some 
real correctives in the last year. 

Senator Tuyr. The record here should show that Army officer’s 
name. 

Mr. ForsytHe. Will you furnish that for the record ¢ * 

* The name of the person referred to by Mr. Ellis is W. E. Young, Chief, Supply Control 
and Distribution Division, acting for the engineer supply officer, Corps of Engineers, 
Department of the Army. (See exhibit 6, included in the General Accounting Office 


report of investigation concerning spare-parts control activities at Columbus General Depot, 
Columbus, Ohio, p. 453.) 
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Mr. Exxas. Could I also furnish the Under Secretary’s letter ¢ ‘ 

Senator Ture. That is correct. 

Mr. Extis. I think it is fair to the Department to show they are 
really trying to do something about it. 

Mr. Forsyrne. Are you reading from a report of cases there? 

Mr. Exuts. This is a summary of cases that is included in the House 
appropriations hearings, independent offices bill for 1955. 

Mr. Forsyrier. Have you got an extra copy of that? 

Mr. Exuis. Yes, I can send it to you this afternoon. 

(The information subsequently furnished to the committee by the 
Comptroller General of the United States follows:) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 28, 1954. 
The CHAIRMAN, 
Select Committee on Small Business, 
United States Senate. 

My Dear Mr. CHAIRMAN: Pursuant to request of the committee’s chief counsel 
there is forwarded a copy of our report covering investigation of spare parts 
control activities at Columbus, Ohio. 

Pages 6 to 9 cover the purchases of spare parts at the end of the fiscal year 
for the purpose of using up available funds. The report (exhibit 6) contains 
only four specific examples showing the contract, business concern, quantity, 
and type of spare parts, and the dollars involved. While there were a great 
many such cases, involving a very large total sum, only the four were reported 
upon because it was believed that they were sufficient to illustrate the point 
involved. 

There is also transmitted copy of letter of the Under Secretary of the Army 
dated July 15, 1953, replying to the matters questioned in the report, particular 
attention being invited to the third paragraph. 

Effort is presently being made to trace responsibility for the year-end pur- 
chases (see p. 8, second paragraph of the report) and if this can be accomplished 
at this late date, you will be advised promptly. 

If I can be of further service to you in this matter I shall be happy to do so. 

Sincerely yours, 
FRANK H. WEITZEL, 
Acting Comptroller General of the United States. 


GENERAL ACCOUNTING OFFICE (I-17576) REPORT OF INVESTIGATION 
CONCERNING SPARE PARTS CONTROL ACTIVITIES AT COLUMBUS 
GENERAL DEPOT, COLUMBUS, OHIO 


SUMMARY OF REPORT 
ENGINEER SUPPLY SECTION 


Procurement of additional stock has not been realistic or based on issue ex- 
perience inasmuch as many items are now in long supply due to: 

(1) Heavy procurement of spare parts in June 1951 by process of deliberate 
duplication of purchase orders placed in regular course of business during fourth 
quarter. 

(2) Large orders of concurrent spare parts purchased in fourth quarter of 
fiscal year 1952 to support new equipment recently purchased for which no issue 
demand has arisen. 

(3) Incomplete data on quantity and type of vehicles and equipment in use 
requiring spare parts. 

Blanket orders for spare parts were issued in June 1952 on which no speci- 
fications were given, but which in effect obligated fiscal year 1952 funds. Firm 
purchase orders were not completed until the following fiscal year. 


* See Under Secretary of the Army Earl D. Johnson’s letter to the Comptroller General, 
dated July 15, 1953, also included in the General Accounting Office report, p. 469. 
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QUARTERMASTER SUPPLY SECTION 


Excess inventory of spare parts on hand due to inexperienced personnel at the 
epot. During 1950 and 1951 the Spare Parts Control Branch ordered stock 
n an arbitrary basis resulting in present long supply on many items. 

Lack of adequate data on equipment population causes excess buying on some 

ire parts items. 

{ll requisitions processed in 1 fiscal year are accomplished no later than 

ne 30 of the same year in order to obligate as much of the applicable appro- 
iation as possible. This practice requires payment of overtime to employees 

Purchasing Division. 

INTRODUCTION 


The Columbus General Depot serves as a storage and distribution center for 

tain technical services of the Army supply system. The depot comprises 576 

res, located about 6 miles east of Columbus, Ohio. The total storage space 

ailable is 13,491,000 square feet situated in 41 warehouses, 64 supplementary 
structures, and open storage. At time of inspection the depot storage facilities 
were utilized to 96 percent capacity. 

This report covers an examination of spare parts control activities of the 
Engineer and Quartermaster technical services. 


ENGINEER SUPPLY SECTION 

s810On 

The mission of the Engineer Supply Section is to procure, receive, store, and 
ssue Engineer spare parts for all requisitioners in the zone of the interior and 
for shipment overseas (SR 780—-12-1). 

At time of examination Col. D. T, Johnson was engineer supply officer. 
Fiscai records 

Examination of depot fiscal records indicates unusually heavy procurement 
activity of engineer spare parts during the latter part of fiscal years 1951 and 
1952. In the last 3 months of fiscal year 1951 the purchases were 97 percent 
of the total of the previous 9 months and nearly 50 percent of the amount pur- 
chased for the entire year. For fiscal year 1952 the purchases in the fourth 
quarter represented 60 percent of the amount allotted for the entire year. 

The following summary for fiscal years 1951, 1952, and 1953 (to December 31, 
1952) is divided into quarterly periods to show the disproportionate purchase 
activity in question: 
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control division 


Mr. W. E. Young, Chief, Stock Control Division, and C. S. Hemming, Chief, 
recast Branch, prepared a memorandum? for signature of the engineer supply 
cer to explain more clearly the operations of supply-control activities at the 
pot, taking into account those matters which are specially peculiar in their 
kk 
Of particular note is the statement that: “Unpredictable demands are one of 
e sore points of supply control.” 
In elaborating on this statement Colonel Johnson said that the needs of troops 
the Far East are difficult to forecast and he has urged that sufficient spare 
ts be purchased and stocked, even though a surplus may later result, rather 
in be in position of not having parts to fill orders. 
Records of the Stock Control Division disclosed changes in spare-parts inven- 
since July 1950, as follows: 
Value of inventory July 1, 1950 $77, 259, 000 
Valne of stock received fiscal year 1951 . 27, 352, 000 
Total 104, 611, 000 
e of stock issued fiscal vear 1951 19, 378, 000 
Value of inventory July 1, 1951 85, 233, 000 
ie of stock received fiscal vear 1952 108, 737, 000 
Total ‘ 198, 970, 000 
lue of stock issued fiscal year 1952 _ 86, 075, 000 


Value of inventory July 1, 1952 157, 895, 000 


he incréase in the value of spare parts inventory is partly attributed to the 
additional number of new parts items since July 1950 as the following analysis 
shows: 


Number of individual stock items 


Active Inactive Total 
items items items 


85, 484 37, 966 123, 450 
109, 845 38, BAG 148, 731 
166, 255 25, 200 161, 455 
183, 959 27, 029 210, 9838 


The increase is further explained by Mr. Hemming as heavier buying of spare 
parts for both old and new equipment, in anticipation of military needs arising 
from the Korean conflict. 

Several hundred stock record cards representing a wide range of spare parts 
items were examined, giving attention to stock levels, lead time, inventory bal 
ances, and related factors. The stockage history of a representative number of 
items was traced through the transaction registers. In some cases it was found 
that a larger supply of parts was stocked than appeared justified by the demand.’ 
All questionable items were discussed with Mr. C. S. Hemming, and he expressed 
the opinion that the items selected could be considered typical of the operations 
of the Engineer Supply Section. 

Mr. Hemming explained that all stock received (as shown on stock records) 
is not the result of procurement activities, but may come from returns of excess 
stocks by camps, posts, and stations, surplus shipped to the depot by maintenance 
shops, and adjustments in inventory.’ A large stock of any given item is not 
always to be considered in long supply. Low dollar value items are purchased 
in large lots to save review time at too frequent intervals. 

ED 

‘Exhibit 1; memorandum dated January 27, 1953. signed by Lt. Col. C. P. Fortney. Jr., 
entitled “Some Concepts of Supply Control Practices in the Engineer Supply Section, 
Columbus General Depot” (p. 441) 

2? Exhibit 2; summary of the selected stock items, showing the stock history of each item. 

See column “Receipts—other sources” in exhibit 2 (pp. 443, 450). 
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Some of the more important factors which influence stock analysts in deter 
mining additional procurement of spare parts were set forth by Mr. Hemming, 
as follows: 


Lead time 

The amount of time required for a manufacturer to effect delivery on purchase 
requirements is termed lead time. The quantity of an item to be purchased 
depends on the amount of lead time involved. Mr. Hemming explained that most 
stock levels were established on 90-day basis,, therefore if lead time is mors 
than 3 months on an item, a proportionately larger order must be placed to 
maintain stock level. The element of lead time is reviewed annually and noted 
on the stock record cards as a guide in effecting procurement of individual items 

On December 29, 1951, the Office of the Chief of Engineers issued new instruc 
tions * on procurement objectives, under the title “Spare Parts Supply Contro 
Procedures.” The depot was directed to “establish realistic procurement lead 
time on all items” and in other ways to hold procurement to a more careful 
pattern based on issue experience. 

Stock level 

The stock level of any single item is determined by the activity of the stock 
from the standpoint of issues made over a previous period. Mr. Hemming said 
that the normal level is fixed at 90 days requirements, however, the level wil 
vary on those items which are either unusually slow or active. 

As the result of increased activity arising from the Korean conflict, the officials 
of the depot decided early in 1951 to arbitrarily raise the stock levels on a! 
items. On February 1, 1951, W. 8S. Brant, executive assistant, Supply Contro 
Division, issued a memorandum * stepping up the procurement objectives of th 
depot by arbitrarily boosting stock levels, as follows: 

“Items under $2: Multiply the 1950 calendar year issue experience, plus 
current due-out, by 10. 

“Items above $2: Multiply the 1950 calendar year issue experience, plus cur 
rent due-out, by 5 

“Procurement will be effected in the difference between stock on hand, plus 
due-in, subtracted from the procurement objective figure.” 

On September 11, 1951, stock levels were again revised in accordance wit} 
memorandum * issued by Stock Management Division in which the procurement 
objective is stated in these terms: 

‘The requisitioning objective, therefore, is in period of time, 2 years excepting 
where specific knowledge of manufacturer’s lead time indicates to the contrary.” 

In discussing the memorandum, Mr. Hemming said the instructions tended 
to stretch out the time factor previously used in forecasting, resulting in larger 
orders being placed for replenishment of stock, consequently, requisitions proc- 
essed under these instructions were not necessarily influenced by issue demand 
for any previous period. 

During January 1953, additional conferences were conducted in the Suppl) 
Control Division of the depot to reconsider procurement objectives in the light 
of past experience. New methods of evaluation of stock levels are being sought 
to reduce stockpiling and accomplish economic objectivity. Stock analysts were 
instructed to review stock cards for the purpose of deciding which purchase 
orders could be either reduced or canceled entirely. The forecast branch 1s en 
deavoring to set up stock levels on the basis of 90 days requirements. 


Machine population 


The quantity of machines, vehicles, and other equipment in the supply system 
is referred to as “machine population.” To accurately determine procurement 
objectives it is essential that machine population data be reasonably complete 
and accurate. Examination of files revealed that information is inadequate for 
determining requirements for spare parts. In a memorandum dated Decem- 
ber 8, 1952, the Office of Chief of Engineers notified the depot of the latest 
issue of the World Assets Report, but added that: “This report does not include: 
(@) Assets in the hands of troops, station stock and R&U in Korea; or (b) 
assets in continental United States depots.” 


———— 


*Exhibit 3: copy of memorandum dated December 29, 1951, from Office of Chief of 
Engineers to Columbus General Depot (p. 450). 

5 Exhibit 4: copy of memorandum dated February 1, 1951, by W. S. Brant, to Chief, Stock 
Management Division (p. 452). 

* Exhibit 5; copy of memorandum dated September 11, 1951, entitled “Current Procure- 
ment Objective” (p. 452). 
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* Pxhibit 3; see Spare Parts Supply Control Procedures (p. 450). 
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Delivery schedule to be established at time submission of 
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m December 29, 1951, the Office of Chief of Engineers instructed * the Colum- 
3; General Depot, as follows: “Your office will initiate a project to develop 
iere used’ information on all engineer equipment requiring spare parts sup- 
A guide as to equipment involved will be the list of equipment for which 
It is desired that this project be initiated 


Efiorts are in progress to develop accurate machine population figures, but it 


During fiscal year 1952 a program was initiated to purchase additional spare 
rts to support the many new end items of equipment added to the supply 
Some spare parts are said to accompany new equipment at time of 
hipment to overseas areas, but to assure an available stock of all component 
parts when future demand arises, additional parts were ordered for stockage at 
in determining 
iount and kind of spare parts to be purchased on new equipment, the program 
d not get underway until the latter part of fiscal year 1952. 
unds Control Section disclosed procurement of “concurrent spare parts” 


$92, 329 
180, 356 
715, 989 
747, 063 
948, 814 
1, 759, 497 
1, 031,178 
666, 477 


a 7 2, 163, 045 
52 5 z * 10, 797, 027 
17, 815, 738 
———— $f), 775, 810 


2 
o 


Examination of requisitions 
disclosed that many of the purchases were blanket orders * bearing instructions, 


Most blanket orders were issued on June 18, 1952, on the basis of requiring 
spare parts equivalent to 10 percent of the value of new nonautomotive equipment 
under contract and 20 percent of the value of new automotive equipment. 
parts lists were not furnished the manufacturers until after July 1, 1952, 
Meantime, the manufacturers could not take any action 


It could not be determined how many separate blanket orders were written 
during fiscal year 1952, but thousands of items of extra spare parts were involved. 
It was explained that the blanket purchase orders are meaningless to the stock 
control division for determining stock requirements and the effect of the orders 
was primarily to obligate funds before the fiscal year expired. 


Ralph Sager, Chief, Purchasing Office, advised that the workload of the 
office is usually normal except for the last quarter of each fiscal year. 
in his office is guided entirely by the volume of requisitions received from the 
An average of 60 days is required to process a purchase 
However, extra efforts are made in the last 


* Bxhibit 6; copies of typical requisitions dated June 18, 1952 (p. 453). 
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quarter of a fiscal year to complete all requisitions before June 30. He said that 
no problem has ever arisen for lack of funds as the Office of Chief of Engineers 
always provides additional allotments in the fourth quarter if a deficiency is 
anticipated. 


Procurement in excess of re quireme nts 


Analysis of obligations incurred during the fourth quarter of fiscal years 1951 
and 1952 reveals unusually high procurement. In the last quarter of 1951 the 
purchases exceeded the procurement total of the three previous quarters. The 
accelerated rate of procurement was said to be influenced by oral instructions 
from the Office of the Chief of Engineers to obligate the remainder of the appro 
priated funds available for the fiscal year. Examination of correspondence files 
failed to confirm the statement. However, a depot memorandum * was found to 
have been issued by the Chief, Forecast Branch, authorizing stock analysts to 
place duplicate and triplicate orders beyond normally scheduled requirements. 
Various employees recalled a meeting held in June 1951 at which time the former 
head of the Stock Control Division explained the need for placing more orders 
hefore the end of the month in order to take advantage of available funds 
Inquiry of officials at the depot, including Colonel Johnson and Major Frost, 
indicated that the instructions were based on telephone directions from the Wash- 
ington office. As a result, more than $10 million was spent on duplicated orders 
Curing June 1951. 

Orders had previously been placed during the third and fourth quarters of 
fiscal year 1951 to anticipate needed requirements. The duplication of these 
orders appears to have been accomplished for the purpose of exhausting the 
funds appropriated for spare parts inasmuch as the additional procurement was 
clearly in excess of forecasted needs. Examination of transaction registers shows 
evidence of normal orders placed in the ordinary course of business during the 
third and fourth quarters, and then in June 1951 appears orders for the same 
quantities previously entered.” The total obligations (purchases) for the fiscal 
year 1951 equal the total amount allotted for the same period. (See p. 3.) 

Regarding fiscal year 1952, procurement of spare parts was not planned in 
the usual manner. Many blanket orders were placed which will likely re 
sult in excess inventory on many items, particularly on “concurrent spare 
parts’, previously mentioned. 

Procurement activities in the fourth quarter of any fiscal year will be dras- 
tically reduced in order to comply with requirements of section 689, Public Law 
488. Mr. Hemming furnished copy of a teletype message “ from Chief of Engi- 
neers instructing the depot that obligations in May and June individually can- 
not exceed 125 percent of the 10-month average for the fiscal vear. 

The high rate of demand on certain spare parts occurs by reason of issues to 
the Far East Command.” The demands by FECOM are unpredictable and with- 
out advance notice. While doubt may arise at the depot for the necessity of 
such large quantities it is impractical to reduce the order or question the com- 
mand, except as to “major items”’.” To guard against a shortage in stocks 
there is the tendency to maintain a long supply in spare parts rather than 
being in position of not being able to fill an order. 


QUARTERMASTER SUPPLY SECTION 


Mission 


Col. W. D. Buchanan is Quartermaster supply officer, having assumed duty at 
the Columbus General Depot on July 22, 1951. Capt. Robert M. Werner is des- 
ignated Assistant to QMSO for spare parts activities. Capt. John P. Daneman 
is Chief, Purchasing Division. 

The mission of the Quartermaster Supply Section is to procure, receive, and 
store Quartermaster stocks in regular supply, for issue to installations, desig- 
nated items of clothing, equipage, general supplies, subsistence, petroleum han- 
dling equipment, and spare parts for materials handling equipment and special 
purpose vehicles. (AR 780-10; SR 780-5-1) 

Fiscal records 


An examination of depot fiscal records indicates uneven procurement activities 


throughout the fiscal years 1951 and 1952. The following summary shows the 


procurement of spare parts by quarters for each fiscal year : 


® Exhibit 7; copy of memorandum dated June 8, 1951 (p. 456). 
” Exhibit 2 (p. 443). 


“Exhibit 8: copy of undated teletype message from Chief of Engineers, Washington, 
D. C. (p. 456). 


#2 See exhibit 1, par. f (p. 441). 
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Purchases in the fourth quarter of fiscal year 1951 were 80 percent of the 
business for the entire year, or nearly 4 times greater than the rest of the year 
combined. In fiscal year 1952, the purchases in the last quarter represented 
nearly one-half of the volume for the prior 3 quarters of the year. 

Regarding the unusually large purchasing activity in the fourth quarter of 
the fiscal year 1951, Captain Werner furnished a memorandum™ written on 
February 21, 1952, by the Quartermaster Supply Officer in an effort to explain 
this condition. The principal reasons advanced for heavy obligation of funds 
in the fourth quarter are: 

1. Procurement directives from OQMG, Washington, to establish initial stocks 
on materials handling equipment. 

2. Delay of the Air Force in placing requisitions. 

3. Instructions from OQMG, Washington, to increase stock levels from 12 to 
18 months. 

4. Time element required to identify mission items. 

Spare parts control branch 


Prior to March 1950, procurement responsibility of Quartermaster spare parts 
activities vested in the Office of the Quartermaster General, Washington, D. ©. 
rom April to June 1950 procurement activities were gradually transferred to 
Columbus General Depot, but it was not until July 1950 that the depot was 
organized to accept full responsibility on spare parts. However, no trained 
personnel were furnished by the Quartermaster General. 

Captain Werner said that the control branch has no data regarding availability 
of appropriated funds and does not concern itself with allotment limitations, 
inasmuch as such matters are the responsibility of the Purchasing Division. 

Records maintained by the Spare Parts Control Branch were examined on a 
selected basis to determine factors considered at the time procurement is initi- 
ated, such as stock levels, lead time, delivery time, and other related matters. 

The last depot inventory, July 10, 1952, is summarized as follows: 


Stock items | Value 
Mission stock 25, 907 $22, 837, 691 
Nonmission... ‘ | 13, 893 10, 138, 712 
|—- odpeenats a 
rotal__- 3 39, 800 32, 976, 403 





Mission items represent parts on which the depot has stockage responsibility ; 
ronmission items comprise parts for obsolete equipment, parts transferred 
from other technical services, or parts on which no forecist is made. 

To indicate the increase in depot responsibility for parts procurement, Mr. 
Bernard L. Fisher, Chief, Spare Parts Control Branch, furnished the following 
information : 

Mission items 
Total stockage: Items 
June 1950__- = Sipe nicotine tanita tabeienthiecdaatnaeoeeakacutell 3, 000 
a crcee hee ce iiocelcortek cons nlsicee able Gaeta iacieiilis Sa ciataseomed ie saaedeiiaciacl 14, 100 
June 1952____-_ series Sinner avaattaiadiatetae seearthediateinan ie 25, 100 
December 1952__- 28, 500 


A wide range of items were traced through the transaction registers and in 
some cases excess inventory was indicated.“ In explanation, it was said that 
changes in stock level or lead time were responsible, as well as items returned 
unexpectedly from camps, posts, and stations. 

In response to certain questions raised pertaining to matters relating to pro- 
curement operations affecting spare parts, Mr. Fisher prepared a memorandum “ 
explaining matters of concern to his Branch on forecasting stock requirements. 
Additional information was supplied during discussions as follows: 








“Exhibit 9; copy of memo dated Feb. 21, 1952, by Quartermaster Supply Officer. 
Note particularly paragraph No. 4 (p. 456). 


“Exhibit 10: summary of a few selected stock items, showing the stock history of 
inventory (p. 461). 


© Exhibit 11; memorandum prepared by Mr. Fisher (p. 464). 
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Lead time 

During 1950 the depot was using 12 months’ time as the basis for procure- 
ment. In other words, stock analysts prepared requisitions on the basis of 
ordering sufficient quantities to last a year. On January 26, 1951, the Office 
of the Quartermaster General notified the depot to extend the maximum time to 
18 months. * At the same time, the Control Branch was finding it difficult to 

eep pace with the workload, Mr. Fisher declared, and for that reason the 
analysts were instructed orally to extend the lead time to 24 months. 

As the work is becoming more current, the lead time on individual items is 
being reduced to more realistic levels, taking into consideration actual delivery 

me experience in each case. 

tock levels 

Stock levels on all mission items are established after taking into account 

irrent inventory position, issue experience, and lead time. The individual items 

re under constant review to revise stock levels to a more realistic pattern. 

Mr. Fisher stated that during 1950 and 1951 requisitions for increased stock 

ere placed regardless of delivery time or issue experience in order to have a safe 

irgin of stock on hand. However, issue experience since that time has dis- 
ised many items on which stock levels can be reduced. 

oneurrent spare parts 

As new end items are introduced into the Quartermaster supply system, it 1s 
the practice to intiate procurment of spare parts at the same time. Certain spare 

irts are supposed to accompany new equipment at time of shipment to overseas 

reas, nevertheless the depot is responsible for ordering and having on hand 
additional spare parts to meet future demand. Inasmuch as no issue experience 
s available on parts for new equipment, stock levels are determined on the basis 
of equipment population and manufacturer’s recommended stockage. 
Returns of excess parts 

Whenever spare parts are considered excess to the needs of any military 
nstallation, they are authorized to ship the items to the Columbus General Depot. 
These parts arrive at unexpected intervals and in many cases the resultant effect 
Ss an oversupply on certain items. 

Five base maintenance shops in the United States are authorized to purchase 
parts required for repair or overhaul. At such time as the shops determine any 
parts are excess to their current needs, the parts are shipped to the Columbus 
General Depot without advance notice. 

[dentification of stock 

When the responsibility for procurement of spare parts was transferred to the 
Control Branch, in 1950, it was not known whether a given item was mission or 
nonmission. To determine need for stockage,” a search and analysis of all stock 
cards was made, after which they were checked against the Quartermaster 
supply catalogs to ascertain mission category. This phase required nearly a year 
to accomplish during which time all items were kept up to an arbitrary stock 
level. Later, after the stock items had been fully identified, it was found that 
some of the items were no longer required, having been classed as nonmission. 
Population 

Efforts are made to acquire data showing the number of vehicles or equip- 
ment for which spare parts are required. Inasmuch as accurate figures were 
not available at the time the depot was assigned procurement authority, 
various commands have been solicited for necessary information. In some cases 
population data furnished were subsequently found to be erroneous. For ex- 
ample, cylinder block stock No. 40045200 is used on a York 10-ton refrigerator 
trailer of which the Corps of Engineers reported 7,000 units; however, later 
verification proved only 700 were on hand. Data are not available to show 
the number or percentage of errors on vehicle population figures. Lack of 
proper population data makes procurement of spare parts difficult and causes 
errors in determining needs. 

The depot has registration figures on materials handling equipment, but no 
accurate or complete information has been compiled on special purpose equip- 
ment. 


1 Exhibit 12; copy of teletype dated January 26, 1951, from Quartermaster General 
(p. 465) 

7 See remarks on p. 3 of exhibit 11 (p. 464). 

1 See exhibit 11 (p. 464). 
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Purchasing Division 

Mr. Thomas C. Simpson, Assistant Chief, Purchasing Division, said that the 
workload of the Division is measured entirely by the volume of requisitions re. 
ceived from the Spare Parts Control Branch. Considerable time must necessarily 
elapse, averaging from 30 to 45 days, before a requisition can be processed to a 
purchase order. 

The work flow from the Spare Parts Control Branch is fairly even through- 
out the year. However, prior to June 30, 1952, efforts were always made to 
process all requisitions received before the end of each fiscal year in order to 
fully obligate as many of the allotments as possible. 

In view of letter” dated August 25, 1952, from OQMG, Mr. Simpson said 
that future procurement in the fourth quarter of each fiscal year will be cur- 
tailed to comply with requirements of section 639, Public Law 488, 82d Congress. 

Mr. Simpson, in summing up the work in his office, said that every effort is 
made to spend the money as fast as requisitions for parts reach his Division. 
However, a backlog of orders is carried over each month except June. In an 
effort to process all requisitions on hand and received in June of each year it is 
necessary to employ personnel overtime. 

During the course of the examination Colonel Buchanan requested that specific 
questions” regarding procurement operations be prepared in order that the 
necessary statistics and information might be presented in a formal manner. 
His memorandum dated February 11, 1953, directed to the Quartermaster Gen- 
eral, sets forth his answers.” Significant points involved are recited below: 

Question 10 relates to volume of purchases in the fourth quarter of each 
fiscal year. Mr. Fisher stated that the flow of work in his branch is fairly 
even throughout the year. In other words, the number of documents (requisi- 
tions) handled is reasonably proportionate from month to month. However, 
Colonel Buchanan’s memorandum” attempts to show that a considerable varia- 
tion prevails. 

Finance records reveal that procurement in the fourth quarter of fiscal years 
1951 and 1952 was unusually heavy. However, no adequate explanation is given 
when the practice is questioned. 

In his official reply, Colonel Buchanan states that “the availability of funds 
must of necessity have a bearing on the amounts (dollar value) of purchase 
orders issued during the fourth quarter.” * 

Inasmuch as overall control of funds is retained by the Office of the Quarter- 
master General it can be readily seen that the Columbus General Depot is 
required to underwrite quarterly allotments accordingly. 

The answer to question 14* appears contradictory of itself. In fact, when 
this question was discussed orally with Mr. Simpson he said that considerable 
pressure is brought to bear upon the Purchasing Division of the depot during 
the fourth quarter of each fiscal year to cover as much of the current appropria- 
tion as possible so that the Quartermaster General would not be embarrassed 
in having requested an appropriation of a greater sum than was needed; other- 
wise it would be difficult to justify funds needed for the ensuing fiscal year. 

No unusual circumstances existed during the fourth quarters of fiscal years 
1951 and 1952 requiring heavy obligations of funds. Instead, “ * * * every 
effort is made to place under contract all firm requirements during the year in 
which the appropriation is still available.” 


CONCLUSION 


The findings of this investigation were brought to the attention of Brig. Gen. 
D. S. MeConnaughy, commanding officer, and Col. B. Winston, executive officer, 
Columbus General Depot. They advised that everything possible was being 
done to operate the depot efficiently. However, they had no control over policies 
initiated by the Army technical services at Washington, particularly relating 
to increasing obligations in fourth quarter of a fiscal year, changes in stock-level 
factors, and related matters. 


%” Exhibit 13 (p. 465) 

*” Exhibit 14: copy of memo dated January 23, 1953, by GAO representative to Colonel 
Buchanan (p. 466). 

“1 Exhibit 15: copy of memo dated February 11, 1953, from Colonel Buchanan to the 
Quartermaster General (p. 466). 

22 Exhibit 15. 

= Exhibit 15. 

™ Exhibit 15 

*® Exhibit 14. 
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List OF EXHIBITS 


No. 1. Memorandum dated January 27, 1953, from engineer supply officer. 
No. 2. Summary of history of selected stock items in Engineer Supply Section. 
No. 3. Memorandum dated December 29, 1951, from Office of Chief of Engineers, 

tled “Spare Parts Supply Control Procedures.” 

No. 4. Copy of memorandum dated February 1, 1951, by W. S. Brant, executive 
assistant, Supply Control—Procurement for Replenishment of Stock. 

No. 5. Copy of memorandum dated September 11, 1951—Current Procurement 
Objective. 

No. 6. Copies of requisitions covering blanket orders. 

No. 7. Copy of memorandum dated June 8, 1951, by C. S. Hemming—Require- 
ments. 

No. 8. Copy of teletype message from Chief of Engineers on section 639 of 
Public Law 488, 82d Congress. 

No. 9. Copy of memorandum dated February 21, 1952, by quartermaster supply 
officer. 

No. 10. Summary of history of selected stock items in Quartermaster Supply 
Section. 

No. 11. Memorandum prepared by B. L. Fisher—Answers to questions sub- 
mitted by GAO representatives. 

No. 12. Copy of teletype message dated January 26, 1951. 

No. 13. Copy of letter dated August 25, 1952, from OQMG. 

No. 14. Copy of GAO letter dated January 23, 1953, to Colonel Buchanan. 

No. 15. Copy of letter dated February 11, 1953, from Colonel Buchanan to 
OQMG. 

EXHIBIT 1 


OFFICE MEMORANDUM, UNITED STATES GOVERNMENT 


JANUARY 27, 1953. 
To: General Accounting Office. 
(Attention: Mr. B. A. Stichweh.) 
From: Engineer Supply Officer. 
Subject: Some Concepts of Supply Control Practices in the Engineer Supply 
Section, Columbus General Depot. 

Pursuant to a request from Mr. Stichweh, we have delineated some of the fac- 
tors involving the forecasting of spare-parts requirements in the Engineer Supply 
Section. 

(a) Stock levels.—Ninety-day depot levels are established on all spare parts 
items where there is a realistic issue experience based on replenishable demands. 
Replenishable demands are distinguished as demands from posts, camps, and 
stations, demands of other technical services, depot replenishment and troops 
as apart from rebuild programs, automatic issues, MDAP, and other special 
projects. Stock levels are established on new items and other items without 
replenishable demand experience in the best judgment of the reviewing analvst. 

(b) Major items.—Research shows that 2,500 items, herein called major items, 
account for approximately 45 percent of the total issue demand. These items 
have been segregated for supply control activity and are being given preferred 
attention in stock review, lead-time studies, and particularly for the adaptation 
to open-end or call-type contracts. 

(c) Lead time.—This office is endeavoring to establish realistic procurement 
lead time by setting an average procurement lead time on groups of similar 
items or commodity classifications. Lead time is caleulated as the time that 
elapses between the preparation of a requisition to the delivery of the material 
from the supplier. Also, as the program on major items progresses, lead time 
will be established on each of these 2,500 items, 

(d) Quantitative editing—It has been found that huge demands on field 
requisitions have wiped us out of stock and thrown us into a back-order position 
on many items. Both formal and informal inquiries have revealed that many of 
these demands were exorbitant. Procedures have been established to screen 
incoming demands against our worldwide stock levels with the result that all 
suspected exorbitant demands are questioned with requisitioner. The results 
indicate that in the overwhelming majority of cases the requisitioner has inflated 
his demands and is willing to readjust his requirements, which in turn is result- 
ing in a huge saving. 
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(e) Unpredictable demands.—Unpredictable demands are one of the sore points 
of supply control. It can be noted on many items that issue experience will ride 
along on a fairly even keel for a few years and then suddenly rise all out of 
proportion to past issues. This is one problem inherent to Army supply that 
will always exist. However, efforts are being made to minimize these impacts 
by readying advance information on rebuild program, securing stock status 
reports from depot maintenance shops in the zone of interior and securing the 
same type of report from overseas depots. (Refer enclosures No. 1 and No, 2.) 

(f) FECOM and EUCOM stock status reports.—Lists of major items have 
been circularized to FECOM and EUCOM, requesting that we be supplied with 
the stock status for these items. Analysis shows that on some items procurement 
can be cut back or canceled entirely by this office and excess stocks in these two 
theaters may be redistributed or shipped to the zone of interior for utilization. 
Information given in these lists oftentimes supplies this office with the necessary 
data to question overseas demands and results in the cutback of the quantity 
requisitioned. 

(g) New items.—As concurrent spares are processed for new end items, these 
items are screened against existing Army stocks, and any items presently in a 
long stock position are excluded from procurement. Concurrent spares consti- 
tute a special stock reserve until such time as issue demand removes them from 
this category. 

(h) Procurement economy.—Minimum line item valuations have been placed 
on low cost items to prevent repetitious small dollar value requisitions on the 
same items. The saving in administrative cost more than offsets the burden of 
additional inventory. Wherever possible, several requisitions for a single source 
of supply are consolidated into one requisition. (Refer inclosure No. 3.) 

(i) Disposal of obsolete and excess stocks.—Depot stocks are being researched 
and all obsolete, slow-moving stocks, and items in long supply are being declared 
surplus in accordance with current regulations. 

(j) Direct shipments.—In order to effect savings in transportation and han- 
dling costs, shipments are being diverted from the supplier directly to the 
requisitioner. 

(k) Elimination of overprocurement.—As rapidly as supply control studies 
show a decline in the demand for an item steps are taken to cut back outstanding 
procurement, wherever this can be economically accomplished. 

(1) Barter plan.—Under the provisions of Public Law 152, contracts are being 
entered into to exchange material in long supply at Columbus for items in a 
short supply position. 

(m) “Where used” information.—Parts application on end items and end item 
population are being used as a guide in forecasting requirements on 2,500 major 
items. Allowance quantities of parts for base depot support are compared with 
demands. This knowledge of potential spare parts usage enables this office to 
forecast requirements with a smaller margin of error. 

(n) Stabilization —The stabilization of two or more individually stored spare 
parts under the prime manufacturer's part number has a beneficial effect on 
procurement. The stabilization program will be accelerated as additional ENG 
5-3 interchangeability catalogs are published. At the present time we are con- 
centrating on two fertile fields, i. e., bearings and chains. 

C. P. Fortney, Jr., 
Lieutenant Colonel, CE, Acting Engineer Supply Officer. 
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MILITARY PROCUREMENT PROGRAM, 1954 


ExHIBiT 3 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington, December 29, 1951. 
Subject: Spare Parts Supply Control Procedures. 
To: Engineer Supply Officer, Columbus General Depot, U. S. Army, Columbus 
15, Ohio. 


1. The purpose of this letter is to direct certain action to be taken by your 
office in confirmation of the agreements reached between representatives of 
Assistant Chief of Staff, G-4, your office, and OCE at the Spare Parts Supply 
Control conference held at your depot 13 through 15 December 1951. 

2. Action to be taken by your office as a result of the above referenced con- 
ference is as follows: 

a. Effective on 1 January 1952 the Supply Control Card, COGD Form E-140 
(20 Oct. 50) will be revised as follows: 

(1) The heading of the column now entitled “Receipts—Others” will be 
changed to “Replenishable Demands.” 

(2) The heading of the column now entitled “Receipts—G. P. O.” will be 
changed to “Receipts.” 

2. Effective on 1 January 1952 the columns on the Supply Control Card, COGD 
Form E-140 (20 Oct. 50) and the data to be recorded in each column will be 
as follows 

(1) “On Hand’’—All stock on hand in the issuable account. 

(2) “Due In’’—All Spare Parts Due-In regardless of source will be recorded 
in this column. 

(3) “Issues’-—All spare parts issues regardless of destination will be recorded 
in this column. 

(4) “Due Out”—All spare parts dues out regardless of destination will be 
recorded in this column. 

(5) “Receipts’”—ALl spare parts receipts will be recorded in this column. 

(5) “Receipts’—All spare parts receipts will be recorded in this column. 

(6) “Replenishable Demands’—All replenishable demands will be recorded in 
this column 

c. Effective on 1 January 1952 replenishable demands will be coded to distin- 
guish them from all other demands and will be recorded in the column headed 
“Replenishable Demands” on the revised Supply Control Card, COGD Form 
E-140 (28 Oct. 50). For guidance in distinguishing replenishable demands from 
all others, following is a list of sources of requisitions annotated by “R” to 
indicate replenishable demands and by “O” to indicate other than replenishable 
demands. In those cases where the requisitioning source is annotated with both 
“R” and “O” actual reference to the basis on the requisition will be necessary 
to determine replenishable demands from other demands. 

(1) Zone of Interior Sources: 

(a) Post, Camps, and Stations—R 

(b) Field Maintenance Shops—R or O 

(c) Depot Shops—R or O 

(d) Other Technical Services—R 

(e) Depot Operations—R 

(f) Repairs and Utilities—O 

(g) Civilian Components—O 

(h) Special Projects—O 

(i) Research & Development Projects 

(j) Other Government Agencies—O 
(2) Overseas Sources: 

(a) Special Projects—O 

(b) Rebuild Programs—O 

(c) Depot Replenishment—R 

(d) Automatic Issues—O 

(e) Troops—R 

(f) MDAP—O 

The above breakdown is considered to be a starting point only and a more de- 
tailed breakdown should be made up from actual experience. Any questionable 
cases will be forwarded to this office for decision. Too much emphasis cannot be 
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placed on assigning a qualified person to code replenishable demands since such 
issues will be the major factor used in arriving at spare parts stockage objectives. 

d. Effective on 1 January 1952 all dues-in will be recorded in the Dues-In 
column of the Supply Control Card, COGD Form E-140 (20 Oct. 50), as soon as 
procurement requests are initiated. 

e. Establish 90-day depot levels on all spare parts items on which there is a 
realistic issue experience based on replenishable demands. As an interim meas- 
ire a stocked item will be considered to be one which has been issued at least 
3 times in ninety days and a 90-day depot level will be maintained on all such 
items. The depot level established will be shown on the Supply Control Card, 
COGD Form E-140 (20 Oct. 50), together with the date for which the level is 
established. 

f. Establish realistic procurement lead time on allitems. This may be accom- 
plished by setting an average procurement lead time on groups of similar items, 
i. e., Spark plugs which are procured from several different manufacturers or, 
in the case of peculiar items, by manufacturer. 

g. Establish stockpile quantities not to exceed an estimated 1 year’s issue 
demand on those items which fall under the criteria established in Section IV 
of AR 710-25 dated 24 July 1950. Stockpiling will be held to a minimum and 
all questionable cases will be forwarded to Office, Chief of Engineers, Attention : 
ENGCS for decision. New items added to the system as the result of concurrent 
spare parts procured will be considered to be stockpile items until such time 
as sufficient issue experience has been accumulated to permit determination of 
depot levels in accordance with e above. Military Type Items will also be 
considered as stockpile items and Supply Control Cards flagged to indicate that 
the item is a Military Type Item. 

h. Your office will initiate a project to develop “where used” information on 
all Engineer equipment requiring spare parts support. A guide as to equipment 
involved will be the list of equipment for which ENG 7 and &’s are to be prepared. 
It is desired that this project be initiated immediatedly and scheduled for early 
completion. This office, Attention: ENGCS be notified of estimated date of 
completion for that equipment currently in the supply system. 

i. As the “where used” information is developed in accordance with h above, 
your office will establish for insertion in the box headed “Machine Population” 
on the Supply Control Card, COGD Form E-140 (20 Oct. 50), the machine popu- 
lation applicable to each spare parts stocked. In arriving at the machine popu- 
lation figures the Unit and Installation Equipment Status Report mailed to your 
office in letter from this office file ENGCS, subject: “Unit and Installation Equip- 
ment Status Report” dated 28 March 1951 will be utilized. In this connection, 
reference is made to letter from your office file QMDC: ESDPO, subject: “Memo 
re NDDR and Unit and Installation Report,’ dated 10 December 1951, which 
contained a list of recommended changes to Change 2 of SR 711—45-1. 

Since at the time that list was prepared its primary purpose was to be a guide 
in cataloging, it is desired that your office make a further review of Change 2 to 
SR 711-45-1 with a view to adapting it for use in supply control. Any further 
recommended changes to Change 2 to SR 711—45-1 or a statement that the changes 
referred to above are sufficient will be forwarded to this office, Attention: 
ENGCS by 30 January 1952. 

j. The Supply Control Card, COGD Form E-140 (20 Oct. 50), will be anno- 
tated in the space provided to show the depot level or stockpile (reference para- 
graphs e and g above) quantity and the number of days of supply which it 
represents for all items. 

3. It is desired that the action outlined in paragraph 2 above be initiated 
promptly and followed up vigorously. Any delays encountered in accomplishing 
these actions will be reported to this office, Attention: ENGCS, promptly with 
reasons therefor. 

By order the Chief of Engineers: 

EUGENE P. FAHRINGER, 
Colonel, Corps of Engineers, 
Chief, Maintenance Division, 
Military Supply and Procurement. 
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ExuHisit 4 
Fesruary 1, 1951. 
To: Chief, Stock Management Division. 
From: Executive assistant, Supply Control. 
Subject: Procurement for replenishment of stock. 

1. Research and investigation indicate that the procurement objective for 
the current “go-around” on stock replenishment will be established on the 
following basis: 

a. Items under $2.00—multiply the 1950 calendar year issue experience, plus 
current due-out, by ten (10). 

b. Items above $2.00—multiply the 1950 calendar year issue experience, plus 
current due-out, by five (5). 

c. Procurement will be effected in the difference between stock on hand, plus 
due-in, subtracted from the procurement objective figure. 

d. Items wherein this procedure causes the procurement cost to rise to $5,000 
per line or over, will be made the object of additional research and the analyst 
will discuss the matter with his counterpart technical specialist in the Technical 
Division. 

2. For the time being and unless rescinded, request that the dollar value of 
the new procurement, by code, be maintained together with the figures of stock 
procurement, by code, effected on the initial “go-around,” plus any significant 
procurements that have been made for that code in the interim. 

W. S. Brant, 
Drecutive Assistant, 
Supply Control, 


ExuHrsit 5 
SEPTEMBER 11, 1951. 


SrocK MANAGEMENT DIVISION, CURRENT PROCUREMENT OBJECTIVE 


1. AR 710-25 delineates the several factors composing the procurement 
objective as— 

a. Depot Level days_. 9 

b. Procurement lead time, including 

operating level supply days (average)_. 270 

ec. Stockpile days (maximum) _-_ 360 

days_. 720 

d. The requisitioning objective, therefore, is in period of time—2 years, ex- 
cepting where specific knowledge of manufacturer’s lead time indicates to the 
contrary. 

2. To determine quantitatively the requisitioning objective, Stock Management 
Division, will— 

a. Review the last four quarters issue and dues-out. 

b. Determine whether issue has been constant or sporadic. 

c. Note trend, static, or increasing. 

d. Note whether deliveries on previous purchase orders have been made on 
time or late. (Recent study of 5 suppliers indicate 5,596 lines and over 3 million 
pieces delivered late, from 30 days to 120 days and over.) 

e. Make a particular study of items new to the depot system and for which 
issue experience is less than 1 year. 

3. Where evaluation of the above factors indicates increasing trends and 
wide fluctuation in demand from period to period, a 25-percent safety factor 
will be added to the 1-year issue figure. This will supply the objective figure, 
paragraph la and 1b above. 

a. Stockpile quantity equal to figure arrived at in paragraph 3 above will 
be added to arrive at requisitioning objective. 

b. Current on hand, due-in, and quantities placed on previous requests for 
procurement will be subtracted from requisitioning objective, 3a above, to arrive 
at current procurement quantity. 
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4. The above action gives a “mechanical” evaluation. 

a. The individual judgment factor will consider for those items reaching an 
estimated $5,000 purchase value— 

(1) Nature of the item; is it susceptible to wear, breakage, or loss. 

2) Is it peculiar to single or general application on end items. 

(3) Can it be proeured from more than one source; otherwise, a competitive 
item. 

(4) If competitive (par. 4a (3) above), is the lead time likely to be shorter 
than average. 

(5) Is it a bulky low-cost item requiring a lot of storage space. 

b. Consideration of these factors will be used in adjusting the final “buy” 
quantity. 
ec. Small low-cost items will be procured in quantities totaling not less than 
$10 per line. 

5. We must be aware of the fact that despite our most careful evaluation, we 
recently extracted some 25,000 lines of “stocked” items back to the port for 
attempts at local procurement. In view of this, the monthly review of active 
items, using EAM sorting, must be continued to insure frequent reviews of stock 
status and initiation of procurement in time to have stock on hand prior to requi- 
sition demands causing zero balances. 


ExHIsit 6 


REQUISITION 
18 JuNE 1952. 


To: Philadelphia Procurement Office, Philadelphia Dist., P. O. Box 8629, 121 N. 

Broad Street, Philadelphia, Pennsylvania. 

Ship to: Transportation Officer, Columbus General Depot, U. S. Army, Columbus 

15, Ohio M/F: ESO, Whse. 42, Sec. 5; Army troop stock. . 
Period: Special. 

Requisition No. 33-110—937-1-53. 
Item No. 
Stock No. 
Nomenclature. 
Unit: 
1. Control level. 
. On hand. 
. Due in, 
. Due out. 
Quantity req’s’n’d. 
Act. smbl. 
Columns 1, 2, 3, and 4 equals 5. 

Amend the following existing contract to provide for: One (1) lot of spare 
parts valued in the amount of $33,422.00. Detailed list of items will be furnished 
ata later date. Delivery schedule to be established at time submission of detailed 
list. 


cor 


Ot 


eo 


Requisition number: EP-2406-52. 
Number of units: 9. 
Purchase Order Number: 29—2131-03. 
End-item nomenclature: Generator set. 
Manufacturer: Sterling Engineering & Manufacturing Co., 173 Gilligan Street, 
Wilkes-Barre, Pennsylvania. 
Funds: 8Z2230-P1413-08—-A2122020 (S33-0381). 
Program of Procurement Code No. 005. 
Category of Item Code No. 410. 
(In pencil) Parts list prepared 10-30-52. 
For the Engineer Supply Officer: 
(18 June 1952) 
W. E. Younes, 
Chief, Supply Control and Distribution Division. 


WD AGO Form 445, 1 May 44. 
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PxHIBIT 6 (A) 


REQUISITION 
JUNE 18, 1952, 

To: New York (in pencil). 

Ship to: Transportation Officer, Columbus General Depot, U. 8. Army Columbus 
15, Ohio M/F: ESO, Whse 42, See. 5: Army troop stock. Period: Special. 
Requisition No. 33—-110—-316-1-53. 

Item No. 

Stock No. 

Nomenclature 

Unit: 

. Control level. 
2. On hand. 
3. Due in. 
. Due out. 
5. Quantity requisitioned. 
Act. Smbl. 
Column 1-—2-3+4=5. 

Amend the following existing contract to provide for: One (1) lot of spare parts 
valued in the amount of $46,894.84. Detail list of items will be furnished at a 
later date. Delivery schedule to be established at time submission of detailed list. 
Requisition No. EP-3601-51. 

No units: 520. 

Purchase Order No. 88—E-—23753-27. 

End item nomenclature: Theodolite & Tripod. 

Manufacturer: Henry Wild Surveying Instruments Supply Co. of America, Inc. 

Funds: 8—2230—P1413-—08-—A2122020 (S33—-081). 

Program of Procurement Code No. 005. 

Category of Item Code No. 510. 

Parts list prepared 7-22-52 (in pencil). 

For the Engineer Supply Officer : 


(18 June 1952) W. E. Younse, 
Chief, Supply Control and Distribution Division. 


. 


WD AGO Form 445, 1 May 44. 


EXxHrsit 6 (8) 
REQUISITION 


JUNE 18, 1952. 
To: Department of the Army, Corps of Engineers, Chicago Procurement Office, 
226 West Jackson Blvd., Chicago 6, Ill. 
Ship to: Transportation Officer, Columbus General Depot, U. S. Army, Columbus 
15, Ohio, M/F : ESO, Whse. 42, Sec. 5; Army troop stock. 
Period: Special. 
Requisition No. 33-110—1-53. 
Item No. 
Stock No. 
Nomenclature. 
Unit: 
1. Control level 
2. On hand 
3. Due in 
. Due out 
5. Quantity requisitioned. 
Act. smb). 
Column 1, 2, 3, and 4 equal 5. 


Amend the following existing contract to provide for: one (1) lot of spare 
parts valued in the amount of $28,405.00. Detail list of items will be furnished 
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a later date. Delivery schedule to be established at time submission of de- 
led list. 
Requisition No. : EP-2187-52. 
No. units: 120. 
Purchase order number : 88—28534—50. 
End item nomenclature: Compressor. 
Manufacturer: Worthington Pump & Machine Co. 
Funds : 8-2230—P1413—-08—-A2122020 (S33-031). 
Program of Procurement Code No. 005. 
Category of Item Code No. 410. 
Parts list prepared 7-24-52 (in pencil). 
For the Engineer Supply Officer : 
(18 June 1952) W. BH. Youna, 
Chief, Supply Control and Distribution Division. 


WD AGO Form 445, 1 May 44. 


ExHIBIT 6 (c) 


REQUISITION 
JUNE 18, 1952. 


To: Philadelphia Procurement Office, Philadelphia District, P. O. Box 8629, 
121 North Broad Street, Philadelphia, Pa. 
Ship to: Transportation Officer, Columbus General Depot, U. S. Army, Columbus 
15, Ohio, M/F: ESO, Whse. 42, Sec. 5; Army troop stock. 
Period: Special. 
Requisition No. 33—-110—999-25-53. 
Item No. 
Stock No. 
Nomenclature, 
Unit: 
. Control level. 
2. On hand. 
3. Due in. 
. Due out. 
5. Quantity requisitioned. 
Act. Smbl. 
Column 1, 2, 3, 4, equal 5. 
Amend the following existing contract to provide for: One (1) lot of spare 


parts valued in the amount of $16,065.00. Detail list of items will be furnished 
at a later date. Delivery schedule to be established at time submission of 
detailed list. 

Requisition number: FP-2344-52. 

Number of units : 482. 

Purchase order number: 29—-2169-29. 

End-item nomenclature: Air conditioning unit. 

Manufacturer: Refrigeration Engineering Corp. 

Funds: 8—2230—P1413—-08—A2122020 (S33-0381). 

Program of Procurement Code No. 005. 

Category of Item Code No. 

Parts list prepared 7-15-52 (in pencil). 

For the Engineer Supply Officer: 

(18 June 1952) 

W. B. Youne, 
Chief, Supply Control and Distribution Division. 


WD AGO Form 445, 1 May 44. 
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EXHIsit 7 
JUNE 8, 1951, 
To: Mr. Gill, 
Mr. Nowell. 

From: Chief, Requirements Branch. 
Subject: Requirements. 

1. Acting on instructions from Mr. Peterson, the following stock-replenishment 
requisitions were prepared during the month of June 1951, in addition to the 
regular 4th quarter review: 


DUPLICATE OF 3D QUARTER REVIEW 


Buda—33-110-024-59-51 soi, ma $354, 113. 
Le Tourneau—33-110—-170-86-51 - 1, 433, 855. 
Chrysler—383-110—-612-68-51__ “ 425, 407.5 
I. H. C.—33-110-975-105-51___._.._- 139, 776. 
I. H. C.—33-110—-975-105A-51 32, 325. 


DUPLICATE OF 4TH QUARTER REVIEW 


Buda—33-110—024-58-51____ . $110, 154. 
Cat.—33-110-140-148-51______- 887, 560. 
Cat.—33~-110-140-148A-—51___- 395, 102. 
Le Tourneau—33-110-170-87-51___- : 392, 704. - 
Le Tourneau—33-110—170—S88-51____ é 892, 704. 48 
B. W.—33-—110—203-71-51__ 101, 590. 
Chrysler—33-110-612-67-51___________- Ae 228, 250. : 
Ford—33-110—637-55-51___ a 48, 858. 1 
I. H. C.—33-110-975-106-51_ i caleh 1, 108, 329. § 
I. H. C—33-110-975-107-51_ ; 1, 108, 329. 
La Plante Choate—33-110—985-38-51 43, 183. 70 


2. These requisitions should be posted as dues-in on the stock cards as promptly 


as possible. 
C. 8S. HemMIna. 


ExHIsit 8 


FR ENGCR 671 Section 639 of P. L. 488 emm 82d Congress imposes a limi- 
tation on obligation of funds for Proc during the months of May and June 
1953 at a rate not to exceed 125 percent of the average monthly rate of obliga- 
tion during the first 10 months of the fiscal year pd this limitation is applicable 
to object classifications 08 and 09 for approps quote maintenance and operations 
cmm Army unquote cmm quote Army Natl Guard unquote cmm quote military 
personnel cmm Army unquote cmm quote Reserve personnel requirements 
unquote cmm and quote promotion of rifle practice cmm Army unquote pd for 
example ecmm the total of object classes 08 and 09 obligation for M and O A 
appropriation in May and June individually cannot exceed 125 percent of the 
10-month average of the total of 08 and 09 obligations in that approp pd 
accordingly emm the obligation of procurement funds shd be sed for the balance 
of the fiscal year to permit the utilization of funds to not exceed the restric- 
tions imposed by P. L. 488 pd separate instrucs are being published for report- 
ing obligations for objects 08 and 09 cmm required by higher authorities pd 
notify ofes under your jurisdiction pd. 


EXHIBIT 9 
FeBRuARY 21, 1952. 
Commanding general, CGD. 
Quartermaster supply officer. 
Inspection Group, Comptroller General’s Office (GAO). 

1. Your memorandum, dated February 14, 1952, subject as above, sets forth 
the following discrepancies which were reported to you by the Comptroller 
General’s inspection team concerning the operations of the quartermaster sup- 
ply section: 

(a) Case tractors, which were apparently in excellent condition, were declared 
excess, salvaged, and turned over to various schools. 
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(b) No use has been made of experience factors in maintaing stock levels. 

(c) Excessive purchases were made in the fourth quarter of fiscal year 1951. 

(d) Duplicate purchases were made. 

In accordance with your request, this memorandum is written to explain 
these alleged discrepancies, which will be treated seriatim. 

2. A quantity of 610 tractors, Case, Warehouse, Gas, 3,000 Ibs., DBP, Stock 
No. 66—-T-822, were declared as Technical Service excess on Columbus General 
Depot Declaration of Surplus Personal Property to the Disposal Agency, Re- 
porting Agency No. 33-031-QM-35-2366, dated February 7, 1950. This action 
was instituted in compliance with OQMG Form No. 470, Technical Service Excess 
Declaration No. 6052, dated January 4, 1950. The disposition actions taken, 
\uthorities therefor, and other data are shown on Inclosure No.1. Five Hundred 
[wenty-three (523) tractors, which were transferred to the Property Disposal 
Officer in June 1950, were donated to tax-supported schools through the United 
States Office of Education. These donations were made under Public Law 152, 
Sist Congress, and shipments to the various tax-supported schools were approved 
by the Second Army. The source of receipt of these tractors cannot be ascer- 
tained, inasmuch as accountability records pertaining thereto are only available 
from 1948 to the present time. The tractors were received prior to that period. 

3. The stock level requirements of this depot of spare parts for mission items, 
which have been in use for 1 year or longer, are maintained on the basis of issue 
experience. For approximately 65 percent of the mission items stocked by 
this depot, past issue experience is used in maintaining the stock levels. Ap- 
proximately 35 percent of the items stocked are now mission items or mission 
items peculiar to end items, which have been in storage for which no issue 
experience is available. Stock levels for these items are maintained on the 
basis of the base depot allowances set forth in quartermaster supply catalogs. 
The base depot allowances for the total worldwide population of each type of 
end item are computed by the Office of The Quartermaster General by consider- 
ing the manufacturer’s recommended stockage and the recommendations of base 
maintence shops. As soon as new mission end items have been used for a year, 
stock levels for spare parts are maintained on the basis of issue experience rather 
than the base depot allowance set forth in the quartermaster supply catalogs. 

4. With respect to the making of excessive purchases during the fourth quar- 
ter fiscal year 1951: 

(a) Inclosure No. 2 sets forth the number of line items received and pur- 
chased and the amount of funds obligated for the first 6 months, for the third 
quarter, for the fourth quarter, and the entire fiscal year 1951. This report 
discloses : 

(1) That over 4 times the amount of funds obligated during the first 3 quar- 
ters ($3,180,184.01) was obligated, during the fourth quarter ($13,541,315.58). 

(2) That 27,060 line items were purchased during the first 3 quarters of 
fiscal year 1951, as compared with 20,865 line items during the fourth quarter. 

(3) That the number of line items purchased, pursuant to purchase requests 
received from the Spare Parts Control Branch, this depot, and posts, camps, 
and stations was relatively constant throughout the year, averaging approxi- 
mately 10,000 line items per quarter, while the number of line items purchased, 
pursuant to purchase directives received from the Office of The Quartermaster 
General, varied from 2 items for the first quarter to 6,342 items for the fourth 
quarter. 

(4) That the large amount obligated during the fourth quarter did not result 
in a commensurate increase in the number of line items purchased.” 

(b) The large dollar amount obligated during the fourth quarter of fiscal year 
1951 is attributable primarily to three factors: 

(1) The receipts of a large number of procurement directives from the Office 
of the Quartermaster General, which were for materials handling equipment 
spare parts to establish the initial stocks for the Air Force. The Air Force did 
not place requisitions with the Office of the Quartermaster General in sufficient 
time to permit the procurement of these items earlier in the year. Approximately 
$6,000,000 of the funds obligated during the fourth quarter of 1951 were for Air 
Force items. 

(2) In February 1951, the Stock Control Division of this depot, pursuant to 
instructions received from the Office of the Quartermaster General, increased the 
stock level for mission items from 12 months to 18 months. This action was 
necessary to allow for longer lead times required by manufacturers of spare 
parts. This increase in stock level resulted in the issuance of purchase requests 
for a large number of items and for a large quantity of each item. (See Inclosure 
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No. 3.) Since approximately 60 days are required, after receipt of a purchase 
request, to effect a purchase, the purchases, to raise the stock levels to an 18 
months’ supply, were necessarily effected during the fourth quarter of fisca) 
year 1951. 

(3) The Spare Parts Control Branch, this depot, utilized the first half of 
fiscal year 1951 primarily in identifying mission items, pursuant to letter, Office 
of the Quartermaster General, dated July 14, 1950, which assigned central pro 
curement responsibility for spare parts for materials handling equipment and 
special purpose vehicles to this depot. Identification of mission items and 
determination of stockage objectives was completed in January 1951. (See In 
closure No. 3.) Thereafter, the Spare Parts Control Branch concentrated on 
procurement, and issued purchase requests to establish stockage at the 18 months 
level. Large purchases were necessary to establish the new stock levels, and 
the majority of such purchases were made during the fourth quarter. 

(c) Purchase action is controlled by the receipt of purchase directives and 
requests by the Purchasing Division. As explained above, the excessive pur- 
chases made during the fourth quarter by the Purchasing Division are attribut 
able primarily to the increase in stock level of mission items, to the increase in the 
number of mission items identified, and to the procurement of a large number of 
items for the Air Force. It is contemplated that the purchases for the fourth 
quarter of fiscal year 1952 will also be excessive, as compared with the preceding 
quarters of the fiscal year, because procurement directives for approximately 
10,000 line items will be received for Air Force requirements. 

5. With respect to duplicate purchases, the Purchasing Division has no know}l- 
edge of duplicate purchases being made during fiscal year 1951. Furthermore, 
under procedures which have been followed by the Purchasing Division for the 
past several years, all purchases, when made, are posted to the original purchase 
request. In the event a duplicate purchase was made, it would be discovered at 
the time the contract is issued, and the duplicate contract would be cancelled 
prior to being received by the contractor. 

Wo. D. BucHANAN, 
Colonel, QMC. 
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Exursit 9 (A) 


1954 


Tractors, WHSBH, Gas, 3000#, DBP, Case, Stock No. 66~T-822 


Declaration of surplus personal property to disposal agency, reporting agency 
No. 33-031-QM-35-2366 


Date of 
action 


7, 1950 


Apr 3, 1950 


sy 24, 1950 


June 20, 1950 


Do 


Aug. 28,1950 


7, 1951 


Action taken 


Reported to OQMG as 
Technical Service ex- 
cess (account 04). 

Withdrawn from declara- 
tion and transferred to 
account 62. 


Shipped to Naval Supply 
Depot, Bayonne, N. J. 


Potawatomi 
Mayetta, 


Shipped to 
Subagency, 
Kans 


Shipped to property dis- 
posal officer. 

Returned to account 04 
from property disposal 
officer. 


Shipped to Department 
of Agriculture, Puerto 
Rico, 


Shipped to U. S. Public 
Health Service, Be- 
thesda, Md. 


Shippea to U. 8S. Bureau 
of Mines, Pittsburgh, 
Pa. 

Shipped to U. 8. Atomic 
Energy Commission, 
eare of Argonne Na- 
tional Laboratory, Chi- 
cago, Ill. 

Shipped to Naval Air 
Material Center, Phil- 
adelphia, Pa. 


Withdrawn from Tech- 
nical Service excess and 
shipped to Jefferson- 
ville depot mainte- 
nance. 


caD 
voucher 
No. 


699167 


699185 


6999186 


699189 


699190 


699191 


298530 


298581 


298613 


Quantity 
declared 
and bal- 
ance on 
hand 


Quan- 
tity 
shipped 


610 


83 


Authority and other data 


OQMG Form 470, Technical 
Service excess declaration No 
6052, dated Jan. 4, 1950 

OQMG fetter file QMGSP 
400.703, Columbus, Mar. 29 
1950, subject: WAA Form 1001, 
reporting agency No. 33-031, 
QM-35-2366. 

Order for transfer of material No. 
S&A 66345-S, dated May 17, 
1950, Department of the Navy, 
Washington 25, D. C 

Purchase order 202-453, dated 
May 23, 1950, U. 8S. Depart- 
ment of the Interior, Bureau of 
Indian Affairs, Potawatomi 
Agency, Horton, Kans. to 
General Services Administra- 
tion 

Teletype message OQMG, QSP 
117 May, dated June 20, 1950. 

Letter, General Services Admin- 
istration, Federal Supply Serv- 
ices, Cleveland, Ohio, June 16, 
1950, which directed shipment 
of tractors to authorized Gov- 
ernment agencies 

Letter, General Services Admin- 
istration, Federal Supply Serv- 
ice, Cleveland, Ohio, dated 
June 16, 1950 

Letter, General Services Admin- 
istration, Federal Supply Serv- 
ice, Cleveland, Ohio, dated 
June 16, 1950 

Letter, General Services Admin- 
istration, Federal Supply Serv- 
ice, Cleveland, Ohio, aated 
June 16, 1950 

Letter, General Services Admin- 
istration, Federal Supply Serv- 
ice, Cleveland, Ohio, dated 
June 27, 1950. 


Letter, General Services Admin- 
istration, Federal Supply Serv- 
ice, Cleveland, Ohio, dated 
Aug. 21, 1950. 

Ist Ind, OQMG, file QMGSP 
451.3 Cols dated Feb. 2, 1951, 
to Cols General Depot letter, 
fle QMDC 400.703 QSM 
dated Jan. 3, 1951, subject: 
Disposition of tractors, Stock 
No. 66-T-822. 
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ExHIsiT 9 (B) 


Line items received and purchased’* and funds obligated by purchasing division. 
QMSS for various periods of fiscal year 1951 


“ 
ae | 3d quarter 4th quarter 12 months ? 
coding ending | ending ending 
Dec. 31, 1950 Mar. 31, 1951 June 30, 1951 June 30, 1951 


1, Line items to be purchased: 
(a) On hand at beginning of | 
period: | 
1. Procurement direc- | 
tives __- aachicea 
2. Other purchase re- 
quests... - 


Total... 





(b) Received during period 
1. Procurement direc- 
tives 
2. Other purchase re- 
quests - . .. 


Total. ..- 








(c) Total line items to be pur- | 
chased __- 7 a 21, 918 








2. Line items purchased: | 
(a) Procurement directives | ll , 958 8, 618 
(5) Other purchase requests - 14, 182 ,§ 12, 247 


Total purchased_-_._.....--| 14, 193 | | | 20, 865 


Line items carried over to next | 
period. 7, 725 | 


alee 3, 813 
. Funds obligated during period ss $1, 255, 782.06 | $1, 924, 401.95 $13, 341, 315. 58 $16, 521, 499. 59 





1 Information compiled from purchase activity reports, Form QMC 1054, which were submitted monthly 
to the Office of the Quartermaster General 


* This column reflects purchase activity and funds obligated during fiscal year 1951. 


ExHIsiT 9 (Cc) 


Mission line items, levels and procurements by month for fiscal year 1951 ' 





walatend| tems pro- | = Items pro- 
Month —s pas cured during Month mona cured during 
month 4 month # 


July " a 3, 000 January -- —_—— 13, 301 
August é 7, 492 61 February. ctiaeial 12, 980 | 
September 9, 000 648 || March jae 12, 263 | 
October 9, 861 572 April. _- a 12, 209 | 
November 12, 143 182 || May.... 12, 278 | 
December __-.-- 12, 569 129 || June : aamaal 14, 173 


1 Data obtained from memorandum dated Jan. 8, 1952, written by Chief, Spare Parts Control Branch, 
to Chief, Stock Control Division. 

? This column reflects the increase in mission items for which stocks are maintained by this depot. 

+ This column shows the number of items for which purchase requests were issued by the Stock Control 


Division. The increase during the last 4 months of the fiseal year was due primarily to the increase in 
stock level from 12 to 18 months. 
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ExHIsiT 11 


ANSWERS TO QUESTIONS SUBMITTED BY GENERAL ACCOUNTING OFFICE 
REPRESENTATIVES 


1. Lead time. How often adjusted. 

QMC Circular No, 180 provides for a complete review of requirements objec- 
tives every 60 days. This necessitates a review of procurement lead time and 
if necessary adjustments are made. 

2. Stock levels. How often adjusted and under what conditions. 

See answer to 1 above. Requirements may require adjustment due to change 
in issues, vehicle population or any factor in procurement lead time or a com- 
bination of any of these factors. 

3. Direct procurement. 

Depot stockage, items are not normally procured for direct shipment to the 
requisitioner ; however if conditions warrant such action is taken, 

4. Effect of obsolescence on procurement. 

Obsolescence presents one of our major problems in procurement. Obsoles- 
cence information requires a thorough review of the allied parts of the affected 
equipment for supply catalog corrective action and changes to Procurement Direc- 
tive to avoid procuring obsolete parts. 

5. Matters affecting forecasting. 

Forecasting requirements is affected by changes in vehicle population, fluctu 
ating issues, changes in procurement lead time, changes in stockage policy, 
availability of the items, whether or not it is proprietary, whether or not the 
equipment is in the continental United States or in overseas theaters and the cost 
of the item. 

6. Is adequate machine-population data available. 

Materials-handling equipment is registered and is reported periodically to this 
depot. Special-purpose vehicles and equipment are not registered and reported 
and this depot must rely on vehicle-population statistics accumulated from sey- 
eral sources. This information may conflict as secured from two or more 

urces and requires this division to decide which data to accept. 

7. Does availability of appropriated funds affect procurement. 

The determination of budgetary requirements is not a responsibility of this 
division, therefore our action on procurement is governed solely by the require- 
ment for the parts. Availability of appropriated funds is a matter between 
QMG and the Purchasing Division. 

8. Do space and storage facilities affect procurement. 

Storage Division is furnished monthly an availability report showing the 
requirements objectives, from which they can determine space requirements. 
They are also furnished copies of each procurement directive and allied purchase 
orders from which they determine stocks due in and scheduled delivery dates. 
In the event space or storage facilities would present a problem enough data 
is available in Storage Division so that this division and Purchasing Division 
could take iedial action. 

9. What j)'ans govern disposition of excess stock. 

(a) Spare parts in depot stocks at the Columbus General Depot are divided 
into two ca‘cgories: 

(1) Spare parts required to support end items designated by the Quarter- 
master General as items for which this depot will centrally procure, store and 
issue spare parts. (See sec. I, par. 5A (3) of QMC Circular No. 180, dated 
July 8, 1952.) 

(2) Spare parts for end items not designated by the Quartermaster General 
as items for which this depot will centrally procure, store and issue spare 
parts. 

(bd) Items falling in the category of (a) above are a residue resulting from 
the previous procurement and stockage policy wherein spare parts were pro- 
cured to support all end items. These items are excess insofar as the assigned 
mission of this depot is concerned. Realizing that a considerable quantity of 
end items are still in service for which this depot has not been directed to cen- 
trally procure, store and issue spare parts, the automatic disposition of these 
spare parts as technical service excess property would not be consistent with 
sound commonsense. 

(c) The Spare Parts Requirements Division, Columbus General Depot, is 
responsible for determining excess and obsolete spare parts for which no fore- 
seeable requirement exists and taking necessary action for disposition as tech- 





nica 
date 
(¢ 








MILITARY PROCUREMENT PROGRAM, 1954 465 





nical service excess property. (See sec. I, par. 5d (5) of QMC Circular 180, 
dated July 8, 1952.) 

(d) Several factors must be considered in the determination of excess and 

bsolete spare parts. 

A. Application of the item (mission or nonmission). 

3. Quantity on hand. 

Cc. Acquisition cost. 

D. Vehicle population of the end items(s) for which the part is applicable 

Kk. End item retirement program. 

F. Past issues. 

(e) It is obvious that some intelligent priority must be established so that 
excess and obsolete spare parts can be determined and disposed of in an orderly 

inner, so that the interests of the Quartermaster General and the Defense 
Department are adequately protected. 

(f) The following actions will be taken by Spare Parts Requirements Division 
to determine which items on hand in account 11 are excess to the requirements 
of this depot in the priorities indicated. 

(1) All spare parts for nonmission end items will be reviewed on the basis 
of these elements outlined in paragraph d and those items and quantities con- 
sidered excess will be transferred to account 07 for disposal. 

(2) Spare parts for nonmission end items remaining after the action outlined 
in paragraph f (1) above will be considered mission items in accordance with 
ection I, paragraph 5d (1) of QMC Circular 180. 

(3) Spare parts for mission end items will be reviewed and all on hand 
juantities in excess of a’5-year requirement will be transferred to account 07. 

(7) Completion of the action outlined in paragraph f will purify current depot 

tocks and any subsequent disposal action should result only from the obsoles- 
‘ence of parts or the complete retirement of specific equipment from supply 
hannels. The development of a sound retirement policy will do much to 
\inimize the generation of additional excess spare parts. 


EXHrsitT 12 


26 JANUARY, 1951. 
To QMSUPO Columbus Gen. Depot, Columbus, Ohio: 

Retelcon 26 Jan. 51 between Capt. Werner and Mr. Ripple. This confirms to 
raise commodity code 7 to 18 months maximum level with reorder point at 15 
months. Further for processing AF MIPRS stocks in excess of 21 months to be 
considered for transfer. Letter 21 July 50 file QMGSK-H 451.931 Columbus 
subject policy for establishment of depot stock levels and replenishment action 
for MHE and SP/commodity code 7/Spare parts being revised to incorporate 
revised levels. ENDSK 51 KARR. 

CFN 26/51 TQ 7 1 21 50 451.931 7 QSK 51. 
26/2326Z. 


ExHIsit 13 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE QUARTERMASTER GENERAL, 
Washington, D. 0., August 25, 1952. 
Subject : Procurement—statutory limitation on obligation of funds during May 
and June, fiscal year 1953. 
To: Commanders all QM class II installations and activities. 
1. Section 639, Department of Defense Appropriation Act, 1953 (Public Law 
488—82d Cong.), approved July 10, 1952, sets forth the following provision. 
“No part of the funds appropriated in this act for procurement which are 
limited for obligation during fiscal year 1953 shall be obligated during the last 
two months of the fiscal year at a monthly rate more than 125 percent of the 
average monthly rate of obligation during the first 10 months of the year.” 
2. Accountable distribution depots will disseminate this information to all 
requisitioning activities within their distribution areas. 
3. Procurements will be accomplished as expeditiously as possible to insure 
compliance with the foregoing provision. Any adverse conditions which might 
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prevent such compliance will be reported immediately to this Office, Attention - 
Procurement Division, Procurement Management Branch. 
By command of Major General Horkan: 
W. F. Dursin, 
Colonel, QMC, 
Chief, Procurement Division. 


EXHIBIT 14 
GENERAL ACCOUNTING OFFICE, WASHINGTON 


LOUISVILLE, Ky., January 28, 1958. 
Col. W. D. BUCHANAN, 
Quartermaster Supply Officer, 
Columbus General Depot, 
Columbus, Ohio. 
(Attention: Mr. Thomas C. Simpson, Assistant Chief, Purchasing Divi- 
sion. ) 

Information is needed concerning procurement operations affecting appro- 
priated funds applicable to the Quartermaster Supply Section, Columbus Gen- 
eral Depot, for the fiscal years 1951, 1952, and 1953 (to December 31, 1952). At 
your request this inquiry is separated into specific questions, as follows: 

1. How many requisitions have been received each month? 

2. How many purchase orders have been processed (issued) each month? 

3. Express in dollar value the procurement effected each month. 

4. What is average time required to process a purchase order after receipt of 
requisition? 

5. What is the average time required to receive delivery after purchase order 
has been issued? 

6. What limitations apply on quarterly obligating of funds? 

7. Are requisitions checked against availability of funds before purchase orders 
are issued? 

8. To what extent are funds overobligated? 

9. Does the Purchasing Division have any authority to alter the specifications 
on requisitions? 

10. Why does amount of procurement always increase during fourth quarter 
of each fiscal year whereas flow of requisitions appears evenly distributed over 
entire year? 

11. How is it possible to complete increased procurement operations in fourth 
quarter without additional personnel? 

12. Does limited availability of remainder of funds for the fiscal year have 
any bearing on amount (dollar value) of purchase orders issued during fourth 
quarter? 

13. What is amount of backlog (requisitions awaiting preparation of purchase 
orders) at close of each quarter? 

14. Is increased volume of purchase orders scheduled in fourth quarter de 
signed to obligate remainder of funds available in the fiscal year? 

ELMER A, STICHWEH, 
Investigator. 


Exuisit 15 


CoLUMBUS GENERAL Deport, U. S. Army, 
Columbus, Ohio, February 11, 1958. 
Subject: General Accounting Office survey. 
To: The Quartermaster General, Department of the Army, Washington 25, D. C. 
(Attention: Procurement Division.) 

1. A team of General Accounting Office investigators visited this depot during 
the week of January 19, 1953, and during the course of the survey asked several 
specific questions regarding procurement operations which this depot requested 
be reduced to writing in order that the necessary statistics might be accumulated 
and answers furnished in writing. A copy of their letter, dated January 23, 
1953, incorporating these questions is attached hereto. 

2. This letter was discussed with Mr. M. I. O’Connor of the Procurement Divi- 
sion while representatives of this depot were visiting OQMG during the week 
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of January 26, at which time Mr. O’Connor recommended that the reply be 
ited through your office. The specific questions and answers thereto, pre- 

pared by this depot, are as follows: 

~ Question 1. How many requisitions have been received each month? 

Answer. See enclosure No. 1. By “requisitions” it is assumed that your office 

sires to determine the number of documents received which authorized pur- 
chase. Enclosure No. 1 therefore indicates the number of purchase requests and 
procurement directives received, both of which authorize purchase, together with 

number of line items involved on these documents. 

Question 2. How many purchase orders have been processed (issued) each 

mth? 

Answer. See enclosure No. 2. 

Question 3. Express in dollar value the procurement effected each month. 

Answer. See enclosure No. 4 

Question 4. What is average time required to process a purchase order after 

ceipt of requisition? 

{nswer. Estimated to be between 30 to 45 days. 

Question 5. What is the average time required to receive delivery after pur- 
hase order has been issued? 

Answer. No statistics have been accumulated regarding average delivery time. 
Deliveries are made anywhere between 1 day and 15 months after issuance of 
i. contractual instrument. 

Question 6. What limitations apply on quarterly obligating of funds? 

Answer. Overall funds control is retained by the Office of the Quartermaster 
General, therefore any quarterly limitation on the obligation of funds is under 
the jurisdiction of that Office 

Question 7. Are requisitions checked against availability of funds before pur- 
hase orders are issued? 

Answer. Yes. No purchases are made before determining availability of funds. 

Question 8. To what extent are funds overobligated ? 

Answer. None. 

Question 9. Does the Purchasing Division have any authority to alter the 
specifications on requisitions? 

Answer. When specification changes are necessary the Purchasing Division 
obtains the concurrence of the requisitioning authority before completing pur- 
chase action. 

Question 10. Why does amount of procurement always increase during fourth 
quarter of each fiscal year whereas flow of requisitions appears evenly distributed 
over entire year? 

Answer. Question 10 is apparently based on a false assumption, i. e., that 
requisitions flow evenly over the entire year. A study of enclosure 1 will reveal 
that the number of line items received for purchase action from month to month 
varies from under 2,000 to over 7,000. 

Question 11. How is it possible to complete increased procurement operations 
on fourth quarter without additional personnel? 

Answer. Increased procurement operations during any period are generally 
accomplished by one or more of the following alternative methods: (1) Utiliza- 
tion of overtime, (2) loan of personnel from other activities, and, (3) increases 
in personnel ceilings. 

Question 12. Does limited availability of remainder of funds for the fiscal year 
have any bearing on amount (dollar value) of purchase orders issued during 
4th quarter? 

Answer. The availability of funds must of necessity have a bearing on the 
amounts (dollar value) of purchase orders issued during the 4th quarter. The 
nonavailability of funds in certain appropriations will stop all purchases of 
materiel covered by such appropriations and impending shortages in appro- 
priations will make necessary a determination of those items which are to be 
given priority. 

Question 13. What is amount of back log (requisitions awaiting prepara- 
tion of purchase orders) at close of each quarter? 

Answer. See enclosure No. 4. 

Question 14. Is increased volume of purchase orders scheduled in 4th quarter 
designed to obligate remainder of funds available in the fiscal year? 

Answer, Requirements are not generated for the sole purpose of obligating 
the available balances of appropriations. With the knowledge that the succeed- 
ing fiscal year appropriations may not be available until well in the first quar- 
ter of the pertinent fiscal year, every effort is made to place under contract all 
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firm requirements during the year in which the appropriation is still available 
Requirements are not ballooned for the purpose of obligating available ap- 
propriations, nor are purchases made of items for which requirements do not 
exist. 

2. In the event any of the answers given herein are corrected by your office, it 
is requested that a copy of the corrected answers be furnished this depot. 

3. The Louisville office of the General Accounting Office is being advised that 
the reply to their letter of January 23, 1953 has been routed through your office 
and that a reply may be expected direct from your headquarters. 

Wa. D. BucHANAN, Colonel, QMC, Quartermaster Supply Officer. 


Exnuisit 15 (A) 


COLUMBUS GENERAL DEPOT, QUARTERMASTER SUPPLY SECTION, PURCHASING 
DIVISION 


Number of purchase authorizations received each month (July 1950 through 
December 1952) and number of line items involved 


Procurement 


directives Line items 


Month and year Requisitions | Line items 


July 1950 276 1, 520 
August 1950 436 1, 852 
September 1950 397 4, 037 
October 1950__- 226 6.077 
November 1950 263 1, 338 
December 1950 253 5, 028 
January 1951 384 593 
February 1951 313 355 
March 1951_-._.. : 426 
April 1951__- 461 
May 1951 459 
June 1951 404 

ly 1951 594 

rust 1951 528 
September 1951 : 480 
October 1951 526 
November 1951 412 
December 1951 370 
January 1952 546 
February 1952__. 652 , 175 
March 1952__._. 488 , 075 
April 1952 626 4,710 
May 1952 475 4, 020 
June 1952 573 7, 376 
July 1952 413 5,714 
August 1952 : 393 6, 048 
September 1952... 385 3, 880 
October 1952 497 7, 670 
November 1952 : 268 1, 833 
December 1952_ . 5, 918 


to 


wo oo 


765 
083 
100 
193 
408 
840 
877 
, 168 
, 247 
, 149 
, 047 
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ExHIsiT 15 (B) 


Total number of contractual instruments issued each month, including formal 
contracts, less formal contracts and delivery orders, against open-end contracts, 
either interdepartmental or interservice 


Month and year Number Month and year Number 


July 1950 ‘ . 145 October 1951. _ . = 1, 046 
August 1950 sa dial ave 335 November 1951__...-. 944 
Se mber 1950 iy 3 ie 507 December 1951. ...-.-- 829 
October 1950 see ° 469 || January 1952 

November 1950 : panabinbadegdé 408 February 1952 

December 1950 ile an 406 March 1952 we 

4 Recess nm 2 597 April 1952_.._- 

February 1951 ntaeeta oon - 617 May 1952 

March 1951 bids idiesegthanadisie . 859 || June 1952 

April 1951_...- atl cine 797 July 1952 

May 1951 ee : a 860 || August 1952 

June 1951 ‘ ad bases 2, 150 September 1952 

July 1951 See — ‘ 69 || October 1952__-. 1,070 
August 1951 ‘ 696 November 1952 | 558 
September 1951 Sel - 1,100 || December 1952 
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Exuinit 15 (c) 


Amount of funds obligated each month by contractual instruments (July 1950 
through December 1952) 


Month and year Amount Month and year Amount 


] 1950 ; od bain $43, 155 October 1951 __ 
August 1950 ‘ 348,776 || November 1951 
mber 1950 ie 203, 495 December 1951 
ber 1950 ‘ 37,062 || January 1952 
ember 1950 , 263, 663 February 1952 . 
ember 1950 ‘ 239, 630 March 1952 a ‘ , 602, 9: 
rary 1951__- ‘ 9, 654 A pril 1952__._- ; 2, 262 
ruary 1951 56,026 || May 1952 nineties : 190, 973 
h 1951 ‘ 72% June 1952 a 5, 315, 
11951 j . 
1951 2 _ 3, 176 Total . . wee ov 9, 261, 
1951 
July 1952 sive ‘ 417, 
Bas dtisntnitetatens nciaintlltie ), 501, 499 August 1952 ‘ isa 780, 908 
September 1952_-. a ‘ 721, 5é 
y 1951 : ee ae ye 52, 639 October 1952 aki 185, 
ist 1951 a iam 770, 900 November 1952 Sar 4 379 
ptember 1951 wate 881, 730 December 1952-. susie olat 885, 808 


Note.—In the 4th quarter of 1950 the obligations were $13,341,316 out ofa total of $16,501,499 or 88 percent 
year’s total. In the 4th quarter of 1951 the obligations were $8,768,818 out of a total of $19,261,766 or 
ercent of the year’s total 


ExuHisit 15 (D) 


Number of purchase authorizations and line items on hand, unpurchased, at 
close of each fiscal year quarter 


Quarter Fiscal Procurement Line Requisi Line 
mets — directives items tions items 


145 2, 099 
303 5, 950 
439 4, 674 
324 3, 813 
774 11, 656 
749 
615 
353 
490 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE UNDER SECRETARY, 
Washington, D. C., July 15, 1958. 
Hon. LinDSAY WARREN, 
The Comptroller General of the United States. 

Dear MR. WARREN: This letter is in further response to your letter of April 24, 
with which you sent me two copies of a report of investigation by the General 
Accounting Office concerning spare parts control activities at Columbus General 
Depot, Columbus, Ohio. 

The General Accounting Office report has received careful attention at several 
levels of the Army, including the Secretariat. sJased upon the comments re- 
ceived I believe I can assure you not only that the findings and conclusions of 
the report are in general sound, but that the report has been most helpful to 
the Army in achieving corrective solution. As you know, these matters have 
been under close scrutiny within the Army for more than a year. 

Spare parts inventories at Columbus and elsewhere were permitted during 
fiscal years 1951 and 1952 to build up to levels in excess of current needs. There 
is also evidence that poor judgment may have been exercised in making fiscal 
year-end purchases to avoid expiration of obligational authority of one-year 
funds. You are familiar with the circumstances which obtained during that 
period—the difficulty of ascertaining equipment population and predicting over- 
all requirements during the early, fluid period of the Korean war, and the large 
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amounts of money made available to the Army at relatively late stages of both 
of those fiscal years—so there is little advantage in reviewing them here. 

I believe that real progress has been made during the last year in establishing 
policies and controls which will have the effect of correcting the mistakes of 
fiscal years 1951 and 1952, and will be helpful in preventing recurrence of these 
unsound supply practices. Thus it is noted that in fiscal year 1953 engineer 
spare parts obligations were only 35 percent of the value of spare part issues, 
and it is anticipated that about the same ratio will obtain in fiscal year 1954, 
Moreover, real improvements have and are being made in securing exact in- 
formation on equipment population; a system of detailed financial property 
accounting with which you are familiar is at this moment being installed 
throughout our depots; direct shipments from suppliers to ultimate users have 
been substantially increased; significantly greater utilization of open end or 
call type contracts is being made, and strict controls of stock levels have been 
introduced with especial emphasis on the restriction of procurement of concur- 
rent spare parts. 

On behalf of the Army, I wish to express appreciation for the opportunity 
which you have afforded us to comment upon the General Accounting Office 
report and to benefit from an early analysis of the study which your Office has 
made of these complex supply problems. 

Sincerely yours, 
Ear D. JOHNSON, 
Under Secretary of the Army. 


Senator Tuyr. This completes the hearing. The committee stands 
adjourned. 
(At 12: 10 p. m., the committee adjourned.) 





APPENDIX 


APPENDIX 1 
(Reference pp. 2 and 87, March 17 and 25, 1954, testimony) 


SUPPLEMENTAL REPORT ON ARMY ORDNANCE CONTRACTUAI tELATIONS AND ACTIVI- 


TIES W1TH Mr. BE. J. VAcim Dorna BUSINESS AS VAGIM MACHINE AND ENGINEER- 
ING Co., FRESNO, CALIF. 


Prepared for the Subcommittee on Military Procurement, Senate Select - 
Committee on Small Business 


I. GENERAI 


1. The San Francisco Ordnance District is a small-business district. There is 
a small-business representative in the district ; a complete listing of all business 
which small business can handle is utilized by the district and small business; an 
exhibit of items of interest to small business is maintained by the district: and 
constant liaison activities are had with the small-business administration repre- 
sentatives in the San Francisco area. 

2. There are currently 371 contracts under administration in the San Francisco 
Ordnance District of which 267 contracts are held by small-business contractors. 
To put it another way, there are 85 small-business contractors and 9 large-business 
contractors. In addition, a large portion of the large-business contract activities 
is on a subcontract basis with small business. 

3. To the extent permitted by district personnel available, and by current 
procurement rules and regulations, assistance is given small business in engineer- 
ing, inspection, financing, review, and interpretation of contract specifications 
and drawings, and like actions. 

4. The Vagim Co. complaint is the first complaint of this category registered 
against the San Francisco Ordnance District of which we have knowledge. 


II. BACKGROUND OF THE VAGIM CO. 


1. According to Los Angeles Ordnance District and San Francisco Ordnance 
District surveys, the business of the contractor was packing and processing in the 
California raisin industry for 20 years. 

2. Vagim Machine & Engineering Co. formation: The present Vagim Co. was 
formed in 1948, apart from the Vagim packing business to technically main- 
tain the family raisin-packing business and to secure outside business. The 
new organization eventually contracted with Ordnance arsenals, namely Rock 
Island Arsenal, Watervliet Arsenal, and Springfield Armory. 

3. Experience and personnel: The experience indicated by Mr. Vagim as being 
brought into the Government contracts was in the design, manufacture, and 
installation of food processing techniques and machinery. A San Francisco 
Ordnance District survey in June 1952, showed that the company had 10 people 
employed. In addition to the foreman, inspector, production workers, and per- 
sonnel outside of the office help, Mr. Vagim called upon the services of an out- 
side engineer on a consulting basis. 


1Government witnesses on this section are: Mr. George Noble, Small Business Adviser, 
ocoO: Mr. A. C. Lazure, Chief, Legal Office, OCO; Col. John M. Stark, Military Chief, San 
Francisco Ordnance District. 

2Government witnesses on this section are: Col. John M. Stark, Military Chief, San 
Francisco Ordnance District; Mr. Frank Kerr, Chief, Industrial Division, San Francisco 
Ordnance District. 
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4. Plant and facilities: San Francisco Ordnance District survey, early ir 
1952, showed that the Vagim Co. had 4 buildings, including 6,000 square f¢ 
of plant space and 400 square feet of office space; sufficient production equip 
ment (tooling not adequate), a subcontractor services; which if under cor 
mitment, were deemed adequate for current contracts. 

5. Financial status: Financial capacity for credit and resources to perform 
additional contracts did not appear to be adequate for additional work as o 
June 17, 1952, when the San Francisco Ordnance District stated that it coul 
not recommend to Watervliet Arsenal the award of an additional contract 
the amount of $66,712. 

In connection with the San Francisco Ordnance District financial review at 
this time, the Vagim Machine & Engineering Co. financial report indicated that 
as of December 31, 1951: 


iy 
II 


Current liabilities were_- 
Current assets were_- 


Liabilities in excess of assets were to the extent of 


At that time, the contractor submitted an additional composite balance sheet 
which covered certain assets of his wife, but it was the judgment of the district 
financial office that further contract actions could not be independently financed 
by the contractor. At this same time, the Government, by virtue of partial and 
progress payment provisions in existing contracts, was closely supporting the 
contractor financially. 


III. ORDNANCE DISTRICT ADMINISTRATION ® 


The Los Angeles Ordnance District officially administered all of the Vagim 
Co. contracts until April 7, 1952, at which time the San Francisco Ordnance 
District’s administration territory was increased to include the Fresno, Calif., 
area in which the Vagim Co. is located. While the official transfer was on 
April 7, the actual transfer was during the period May 10 through June 28, 
1952. This was accomplished to facilitate and better the district’s general 
contracting services in relation to suppliers, banking resources, etc. It is of 
interest to note that Mr. Vagim wrote letters in support and approval of this 
transfer. 

(a) The Los Angeles Ordnance District transferred to San Francisco Ord- 
nance District contracts having an aggregate value of $171,000. At the time 
of transfer, the contracts were in a get-ready stage so that the major production 
problems which would require district consideration had to be faced by the 
San Francisco Ordnance District. As will be noted in the attached table the 
contractor was already delinquent under certain of the contracts. 

(See table I.) 


TABLE I.—VAGIM contract status at date of transfer to San Francisco Ordnance 
District 


Purchase order or 
contract number 


Contract Status as of Status, as of contract 


Quantity and item amount June 1952 completion date 


| | 
9837 700 (nut $952 | Delinquent | Completed, delinquency 
| waived, 
9353 250 (stop 500 | Do. 
2-9259 800 (knob) 600 Do. 
7487 4, 700 (axle bearing) , 645 | Delinquent Do. 
A4-11-070-O RD-6662, 2,800 (leg assembly 5, 440 do Completed on time. 
A-30-144-O0 R D-3409, 800 (mortar leg , 701 Delinquent, terminated 
for default. 
A-04-495-O R D-234_| 89,600 (M-1 rifle spring) - 55, 552 | Delinquent Delinquent, expects to 
complete around May 
1954. 
50,000 Gatch, machinegun 
mount). Del et mati 
= , or} 12,000 (eg, machinegun \ . elinquent, termination 
11-070-0 RD-6925 ems. , | for default under con- 
10,000 (leg, machinegun | | sideration. 
mount) | 


| 


* Government witnesses on this section: Col. John M. Stark, Military Chief, San Fran- 
cisco Ordnance District; Mr. Frank Kerr, Chief, Industrial Division, San Francisco Ord- 
nance District; Mr. M. Sundstrom, artillery and small arms, San Francisco Ordnance 
District. 
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IV. CONTRACTOR’S COMPLAINT ON BID REJECTION * 


Pursuant to IFB ORD 30—-144-52-152, issued by Watervliet Arsenal, the Vagim 

put in a bid of $66,712 on a left and right leg assembly, items which are parts 
f 60 mm. mortar. 

After review of the contractor’s current contract status; his subcontractor 
mitments; his apparent lack of understanding of the bid requirements, par- 
larly in packaging, his proposed use of Government tooling furnished under 

other lagging contract, and his financial ability, the San Francisco Ordnance 

strict on June 17, 1952, recommended that his bid not be accepted. 

At this point it is pertinent to point out that the contract that the Vagim 
had been awarded on a similar item (left leg assembly, 60 mm. mortar) had 
be defaulted. See in this regard section VII following). 


V. CONTRACT DA—04—0495—ORD—234 ° 


Procurement allocated by Springfield Armory and negotiated by Los Angeles 

Ordnance District, Contract No. DA-04-495-ORD-234 entered into as of Novem 
er 5, 1951, and transferred to San Francisco Ordnance District for administra- 

Lion May 9, 1952. 

Item : Housings, hammer spring. 

Quantity : 89,600. 

Unit price : $0.62. 

Amount : $55,552.00. 

Delivery schedule: Twenty thousand (20,000) each during calendar month of 
ebruary 1952 and thereafter at a rate of twenty thousand (20,000) each calen- 
dar month. These are minimum quantities and contractor may deliver and the 
Government will accept accelerated deliveries. 

Inspection and acceptance 

Shall be at contractor’s plant, subject to the following: In addition to any in- 
spection requirements set forth in the drawing and specifications, it shall be re- 
quired that samples representing initial production shall be submitted to the 
Springfield Armory and acceptance shall be withheld pending approval of the 
initial samples. A like number of samples shall be submitted monthly until 
completion of the contract or until such time as the armory notifies the district 
to the contrary. After approval, of initial samples, acceptance may continue 
until an unsatisfactory report is received at which time complete information will 
be given setting forth recommended action. As a general rule (dependent upon 
units per packeage) approximately fifty (50) components should be forwarded 
to the armory if they are small, and approximately twelve (12) in the case of 
large parts or subassemblies. On components furnished in an assembly and not 
capable of ready disassembly for inspection without destruction or mutilation, a 
set of disassembled components shall be furnished in the same quantity as the 
assembled parts. Where possible, parts should be packed according to speci 
fication and submitted in unit and/or intermediate packages. All samples art 
to have been accepted by ordnance inspection prior to submission to Springfield 
Armory. 

All samples must be identified with the applicable drawings and specifications 
with revision date, name of contractor, and district office. 

As these items will be placed directly in the manufacturing department at 
Springfield Armory, it is mandatory that each unit be produced, exactly to 
contract requirements. It will be the contractor’s responsibility to accomplish 
such inspection as to insure the above. One hundred-percent inspection will be 
made by the district and the district will refrain from accepting any production 
runs until such time as advised by the Springfield Armory that submitted samples 
representing each production run are acceptable. 


Partial payments 
Partial payments, which are hereby defined as payments prior to delivery, on 
work in progress for the Government under this contract, may be made. 


*Government witnesses on this section are: Col. John M. Stark, Military Chief, San 
Francisco Ordnance District; Mr. Frank Kerr, Chief, Industrial Division, San Francisco 
Ordnance District; Mr. Frank J. LeGuidice, Contracting Officer, Waterviiet Arsenal. 

5 Government witnesses on this section: Mr. Frank Kerr, Chief, Industrial Division, San 
Puasiase Ordnance District; Mr. Leo J. Loncrini, Supervising Engineer, Springfield 

rmory. 
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Contractor performance data 


The contractor indicated no subcontracting. Actually the contract was prac 
tically all subcontracted. Deliveries were delinquent. Waivers and deviations 
had to be granted. Contractor wanted district to perform his contract inspection 
activity. 

Government assistance 


Progress payments made pursuant to 46 contractor requests, Total made 


$31,360.13, of which $3,830.02 still unliquidated 


Current status 


Approximately 20,000 units still undelivered 


CONTRACT DA—11-—-070—ORD—6925 


As a result of invitation for bid No. ORD—11—070-52-603, dated January 23 
1952. issued by Rock Island Arsenal, contract No. DA—-11—070-ORD-6925, dated 
April 17, 1952, was awarded to Edward J. Vagim, d. b. a. Vagim Machine & Engi 
neering Co., Fresno, Calif Contract was transferred to the San Francisco 
Ordnance District for administration by Rock Island Arsenal June 25, 1952 
effective June 28, 


Unit price A mount 


50, 000 $0. 405 $20, 250 
12. 000 2. 83 33, 960 


10, 000 3.65 36, 500 


By Supplemental Agreement No. 4, dated January 19, 1953, the unit price for 
item 3 was reduced to $3.625. The consideration, therefore, was progress pay 
ments to the contractor 


Delivery schedule 

Clarification of delivery schedule was cleared up by letter dated March 31, 
1952, from Rock Island Arsenal to Vagim Machine & Engineering Co. By Supple 
mental Agreement No. 1 dated May 13, 1952, the following delivery schedule was 


established: Item 1—1,000 per month beginning July 25, 1952; item 2—6,000 by 
June 25, 1952, and 2,000 per month thereafter; item 3—4,000 by July 25, 1952, 
and 2,000 per month thereafter 3vy Supplemental Agreement No. 4 dated Jan 
uary 19, 1953, the following delivery was established: Item 1—10,000 on or before 
March 31, 1953, and 2,000 per month thereafter through August 31, 1953; item 2 
2,000 on or before March 31, 1953, and 2,000 per month thereafter through August 
31, 1953; item 3—2,000 on or before March 31, 1953, and 2,000 per month there 
efter through July 31, 1953. 
Special tooling 

Tools available for use by the contractor are shown in exhibit A to the 
contract. The Government tooling was furnished without any responsibility or 
warranty as to their usable condition or whether they agree with the dimensions 
as called for on the drawings. 


Inspection 


Inspection to be made at contractor's plant by Los Angeles Ordnance District 
inspectors (on transfer, San Francisco Ordnance District). Particular attention 
is invited to section 570 (spare parts) of Ordnance Inspection Handbook, Ord 
M608-S1, which covers the inspection of small arms, weapons, mounts, acces 
sories, and spare parts. Compliance with the provisions of the handbook and in 
particular of section 570 is mandatory. As the arsenal having technical responsi 
bility for the material on the subject contract, Rock Island Arsenal will conduct 
check test inspection of samples representative of items on the subject contract. 
These samples are to be submitted to Rock Island Arsenal through the ordnance 
district. No samples are to be submitted by the district for Rock Island Arsenal 
inspection until the district is satisfied that the samples pass the disrict’s inspec- 


®* Government witnesses for ordnance, this sec. VI: Mr. Frank Kerr, Chief. Indus- 
trial Division, San Francisco Ordnance District ; Mr. Archie Roe, Chief, Small Arms Branch, 
Rock Island Arsenal. 
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mum. Samples must be identified as specified in paragraph 575.2 of the inspection 

ndbook. The district is not authorized to accept any items on the subject con- 

ict until a fayorable report on samples submitted by the district to the arsenal 

s been received by the district. 

In addition to samples representing initial preduction, a like quantity must 

furnished each month and until such time as the inspection department of 
Rock Island Arsenal notified your office to the contrary, in accordance with para- 
raph 575-1 of Handbook Ord—M608-S1. It is suggested that your office refrain 

mm accepting any production runs until such time as you are advised by Rock 
Island Arsenal that submitted samples representing each production run are 
ceptable. 

The contractor must also submit to the Inspection Division of Rock Island 
{rsenal a sample of the unit pack and intermediate pack he proposes to furnish 

fore packaging in quantity is started. 

The above samples should be forwarded to “Rock Island Arsenal, Inspection 
Department AK” and should be marked as follows: “Sample for approval on 
ock Island Arsenal Purchase Order No. 52-8536.” 

ogress payments 

By supplemental agreement No. 4, dated January 19, 1953, the Government 
rovided for progress payments to the contractor. Partial payments, which 
re hereby defined as payments prior to delivery, on work in progress for the 
Government under this contract, may be made. 


Contractor performance data 


Pilot lots and samples have been generally rejected by reason of their sub- 
tandard quality. The rejections cover poor workmanship in welds and dimen- 

nal defects. Deliveries are, therefore, 100 percent delinquent. Engineering 
performance is not good. Contractor has called attention to possible inter- 
ference occasioned by dimensional drawing detail on hinge and head. Govern- 
ent believes that workmanship, particularly with respect to welds has oc- 
asioned this contractor's difficulties. We will accept according to drawing and 
specifications This minor point will on subsequent drawings be clarified and 
the contractor’s construction suggestion has been accepted. This does not, 
however, excuse substandard work nor require full contract-price payments. 
he Government can utilize a certain quantity of substandard material and, 
therefore, the contractor has been advised of waivers and deviation and accept- 
nce on a lower negotiated price basis. But the Government in any event must 
et a good workmanlike job. 


Government assistance to contractor 

lhe Government has made partial and progress Payments; has granted 
Waivers and deviations; has revised delivery schedules; and offered and had 
accepted engineering and inspection services at San Francisco, and Rock Island 
Arsenal. 

urrent status 

On March 9, 1954, the contractor was advised by the San Francisco Ordnance 
District of approval of a deviation subject to negotiations of price downward. 
Contractor has not responded as of this date. 

Termination for default is under consideration. 


VII. CONTRACT DA-—30—144—ORD—3409 . 


Procurement was by formal advertising by Watervliet Arsenal, Watervliet, 
N. ¥ Contract No, DA-80-144-ORD-3409 was awarded to Vagim Machine 
& Engineering Co.. Fresno, Calif., on April 21, 1952. The contract was trans- 
ferred to Los Angeles Ordnance District on April 22, 1952, and subsequently 

7 Government witnesses on this section VII: Mr. Frank Kerr, Chief, Industry Division, 


San Francisco Ordnance District; Mr. Frank J. Logiudice, contracting officer, Watervliet 
Arsenal 
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transferred to San Francisco Ordnance District on May 10, 1952, due to changes 
in district boundaries. 

Item: Left leg assembly, 60 MM, M2. 

Quantity : 800 each. 

Unit price, $14.22. 

Amount: $11,376. 

Amount of special tooling: $3,325. 

Total contract amount: $14,701. : 

Delivery schedule: Within 60 to 90 days from date of contract. 

Inspection and acceptance: Shall be at contractor’s plant. 

Contractor’s performance: The contractor’s performance under the contract 
1as been entirely unsatisfatory from every point of view. The contract was 
defaulted on December 22, 1953. 


JANUARY 12, 1954. 
APPENDIX 2 


(Reference p. 333, April 8, 1954, testimony ) 


Memorandum for the Assistant Secretary of Army (Materiel). 
Subject: Progress Payment Financing. 

1. Recent articles appearing in the press and trade pubications indicate that 
some segments of industry are apparently misinterpreting the policy established 
by the Department of Defense last September to control progress payment financ- 
ing. It appears appropriate therefore to restate at this time the general guide- 
lines of this policy to assure that Department of the Army personnel responsible 
for the administration of progress payments act in a manner consistent with the 
spirit of the policy. 

2. The policy does not change the basic concept of providing progress pay- 
ments when required to facilitate production. Its purpose is to establish con- 
trols to insure against unnecessary disbursement of procurement funds to enable 
contractors to accumulate excessive quantities of inventory or to avoid commit- 
ting private capital or utilizing other forms of financial assistance, including V- 
loans, to finance their defense contracts. 

8. As part of these control procedures, contracting officers should encourage 
contractors to use private capital or V-loans to the maximum extent possible 
and should take appropriate action to assure that progress payments are made 
under existing and future contracts to provide only for the replenishment of the 
contractor’s working capital on a minimum basis commensurate with their actual 
current production requirements based on a minimum inventory lead time. 

1. The need for progress payments should not deter the making of a contract 
if there will be a benefit to the Government by dealing with a contractor other- 
wise deemed competent and capable to perform the contract. Such benefits to the 
Government might include, for example, a material saving in price as compared 
with prices of other contractors (with due regard to the Government's interest 
costs and administrative expense on the progress payments) or better quality or 
delivery prospects or furtherance of other established procurement policies in- 
cluding the policies relating to small business concerns. 

5. It is suggested that appropriate instructions along these lines be issued to 
the technical services. 

HAROLD PEARSON, 
Deputy Under Secretary of the Army. 


DISPOSITION FORM 
G4/E1-—2498 
JANUARY 25, 1954. 

To: The Quartermaster General. 

The Surgeon General. 

Chief of Transportation. 

Chief of Engineers. 

Chief of Ordnance. 

Chief Chemical Officer. 

Chief Signal Officer. 
From: G-4. 


Subject: Progress Payment Financing. 
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COMMENT No. 1 


1. Reference is made to the following Disposition Forms to your office: 

a. DF, G4/E-51435, dated August 25, 1953, subject: “Partial and Progress 
Payments.” 

b. DF, G4/E-56057, dated September 16, 1953, subject: “Plan for Supervision 
f Contract Financing by Progress Payments.” 

ec. DF, G4/E-57100, dated September 25, 1953, subject: “Control of Progress 
Payments.” 

d. DF, G4/E-63690, dated October 27, 1953, subject: “Liquidation of Progress 
Vayments.” 

e. DF, G4/E1-66875, dated November 13, 1953, subject: “Defense Contract 
Financing Policy.” 

2. Recent articles appearing in the press and trade publications indicate that 

some segments of industry are apparently misinterpreting the policy estab- 
ished by the Department of Defense last September (Reference paragraph 1c 
ibove), to control progress payment financing. It appears appropriate, there- 
fore, to restate at this time the general guidelines of this policy to assure that 
Department of the Army personnel responsible for the administration of progress 
payments act in a manner consistent with the spirit of the policy. 
3. Progress payments are sometimes necessary and useful to supplement the 
working funds available to defense contractors of all sizes. Like other forms 
if contract financing, they are regarded as a tool that may be used to the benefit 
of the Government to support contract performance. When and to the extent 
reasonably necessary, they are considered useful on contracts involving a long 
lead time or preparatory period requiring predelivery expenditures that are 
arge in relation to the amount of the contract and to the contractor’s working 
capital and credit. When found necessary and appropriate, after fuil consider- 
ation has been given to utilization of private financing and guaranteed loans, the 
requirement for progress payments is justified in the awarding of a contract 
if there will be a benefit to the Government in dealing with the particular con- 
tractor deemed competent and capable of contract performance. For example, 
such benefits to the Government might include a material saving in price as 
compared with prices of other contractors (with due regard to the Government’s 
interest cost and administrative expenses on progress payments), or bidder's 
quality or delivery prospects, or furtherance of other established procurement 
policies, including, without limitation, the policies relating to small business 
oncerns. 

1, Progress payments, as provided in existing or in new contracts, may be made 
to replenish working funds for the contractor on a minimum basis commensu- 
rate with the contractor’s actual current production schedule requirements 
from time to time and the minimum inventory lead time for future production 
under scheduled requirements. Careful analysis should be given to the con- 
tractor’s financial condition, working capital needs and credit resources for 
his entire operation projected over the term of the contract (in relation to the 
performance schedule and his minimum requirements for materials). (See 
Reference 1a.) Progress payments should always be founded upon adequate 
compensating benefit to the Government as consideration supporting the progress 
payments. 

5. Your attention is invited to reference, paragraph 1b, for procedures ap- 
plicable to certain types of cases requiring coordination with the contract fi- 
nancing office. 

6. Action to reduce or slow down progress payments or to increase liquida- 
tion rates (unless justified on other grounds, such as overpayments or unsatis- 
factory performance) must never be taken precipitately or arbitrarily. Such 
action should only be taken after full consideration of contractor’s financial 
condition, existing credit arrangements, present and projected cash and cash 
requirements, effect of progress payment reduction on the contractor’s opera- 
tions, and generally on the equities of the particular situation, and after a com- 
plete review with the contractor. 

7. It is requested that instructions be issued to insure that appropriate per- 
sonnel are fully cognizant of Department of the Army policy applicable to 
progress payments. 

By direction of the Assistant Chief of Staff, G—-4: 

P. M. SELEEN, 
Brigadier General, GS, Chief, Procurement Division. 
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APPENDIX 2 (a) 
(Reference p. 335, April 8, 1954, testimony ) 
DISPOSITION FORM 


File No. G4/E1 9179 
Subject: Progress Payment Financing 
To: Quartermaster General. 
Surgeon General 
Chief of Transportation. 
Chief of Engineers. 
Chief of Ordnance 
Chief Chemical Officer. 
Chief Signal Officer. 
From: G4. 
Marcu 4, 1954. 


COMMENT NO. 1 


1. The following Department of Defense statement of policy on the subject of 
Defense Supply Contract Financing—Progress Payments Based on Costs, is 
quoted for information and appropriate action. 

“Uncertainties as to the appropriate uses of progress payments to be made as 
work progresses on defense contracts for equipment and supplies have resulted 
from recent publicity. It is not and has not been the policy of the Department 
of Defense that the proper use of progress payments should be stopped or un 
reasonably curtailed. Progress payments are sometimes necessary and useful 
to supplement the working funds available to defense contractors of all sizes 
To the extent reasonably necessary, they are considered useful on contracts in- 
volving a long “lead time” or preparatory period requiring contractor’s pre- 
delivery expenditures that are large in relation to the contract price and in rela- 
tion to the contractor’s working capital and credit. However, contract provisions 
for progress payments should be only supplementary to private financing, in- 
cluding guaranteed loans, in amounts reasonably necessary for contract per- 
formance (Department of Defense Directive No. 7800.1). 

“The percentage rates and cost bases for progress payments on new procure- 
ment should be determined on a minimum basis commensurate with the con- 
tractor’s production schedule requirements and minimum inventory lead time, 
with due regard to the contractor's projected cash needs, cash resources, and their 
planned application. It should seldom be necessary for progress payments based 
on costs to exceed 90 percent of direct labor and material costs, or 75 percent 
of total costs, of the work done under the undelivered portion of the contract. 
Lesser percentages and bases may often be adequate. However, higher percent- 
ages that may be found necessary in individual cases may be provided with the 
specific approval of the head of a procuring activity (ASPR 1-201.4) or of a 
general or flag officer designated for that purpose. 

“Progress payments require careful administration to insure against over- 
payments and losses. In the process of reviewing individual progress payments 
already existing or hereafter established, action to reduce or slow down progress 
payments or to increase liquidation rates (unless justified on other grounds, such 
as overpayments or unsatisfactory performance) should be consistent with 
contract provisions, and never taken precipitately or arbitrarily. Any such re- 
duction of progress payments on active contracts, with a view to holding all 
progress payments in line with actual reasonable necessity, should be effected 
only after notice to and discussion with the contractor, and after full exploration 
of the contractor’s financial condition, existing or available credit arrangements, 
projected cash requirements, effect of progress payment reduction on the con- 
tractor’s operations, and generally on the equities of the particular situation. 

“In order to eliminate public misunderstandings, and to clarify understanding 
of policies pertaining to progress payments, it is important that the substance 
of this memorandum be disseminated very promptly to all personnel concerned 
with the making of contract provisions for progress payments based on costs, 
or with the administration of such progress payments.” 

2. Disposition form, G4/E1 2498, dated January 25, 1954, subject: Progress 
Payment Financing, including references therein, remains in effect. 

By direction of the Assistant Chief of Staff, G—4: 

P. M. SELEEN, 
Brigadier General, GS, Chief, Procurement Division. 
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DISPOSITION ForM 

File No. G4/E1 66875. 
Subject: Defense Contract Financing Policy. 
lo: Chief of Engineers. 

Chief of Ordnance. 

Chief Chemical Officer. 

Chief Signal Officer. 

Quartermaster General. 

Surgeon General. 

Chief of Transportation. 
From: G—4. 

NOVEMBER 13, 1953. 
COMMENT NO. 1 


1. Pending formal revision of SR 715—35-5, dated March 11, 1952 (in particular 
ippendix 1, dated October 14, 1950), the following statement of policy is effective 
immediately. 

2. In determining what form of financing shall be recommended or made avail- 
able to suppliers, the following order of preference should generally be observed, 
recognizing that there may be valid exceptions in specific cases or classes of cases: 

a) Private financing (without governmental guaranty). 

(b) Guaranteed loans (with financing institutions participating to an extent 
appropriate to the risk involved). 

(c) Progress payments. 

(d) Advance payments. 

3. It is to be noted that under this revision of the defense contract financing 
policy no provision is made for direct loan and that progress payments have been 
placed below guaranteed loans in the order of preference. 

By direction of the Assistant Chief of Staff, G-4: 

P. M. SELEEN, 
Brigadier General, GS, Chief, Procurement Division, 


DISPOSITION ForM 

File No. G4/E—63690. 
Subject: Liquidation of Progress Payments. 
To: Chief of Engineers. 

Chief of Ordnance. 

Chief Chemical Officer. 

Chief Signal Officer. 

The Quartermaster General. 

The Surgeon General. 

Chief of Transportation. 
From: G—4. 

OcToOBER 27, 1953. 
COMMENT NO. 1 


1. It is noted, from list of unliquidated progress payments submitted to the 
Office, Chief of Finance, with copy to this office, that there are a great number 
involving contracts of very small amounts under which progress payments have 
been made. It may be that some of these payments include partial payments, and 
if such is the case, the amounts pertaining to partial payments should be elimi- 
nated from future reports. 

Partial payments are described as “payments made upon completion of the 
delivery of one or more complete units, or upon completion of one or more distinct 
items of service, under a contract, or partial payments on contract termination 
claims.” 

Progress payments are described as “payments made to a contractor as work 
progresses under a contract upon the basis of cost incurred, percentage of com- 
pletion accomplished, or a partial state of completion.” (See par. 106 of SR 
715-35-—5, dated March 17, 1952.) 

2. In accordance with the policy established as outlined in memorandum 
from the Assistant Secretary of Defense (Supply and Logistics), dated Septem- 
ber 15, 1953, a copy of which was published to all Technical Services by DF 
dated September 25, 1953, File No. G4/E-57100, it is requested that the Technical 
Services make every effort to hold progress payments under these small con- 





480 MILITARY PROCUREMENT PROGRAM, 1954 


tracts, down to a minimum, and that prompt action be taken to liquidate the bal- 
ance of progress payments outstanding under such contracts. 
By direction of the Assistant Chief of Staff, G-4: 
P. M. SELEEN, 
Brigadier General, GS, Chief, Procurement Division 


DISPOSITION FORM, DEPARTMENT OF THE ARMY 

G4/E-57100. 
Subject : Control of progress payments. 
To: The Quartermaster General. 

The Surgeon General. 

Chief of Transportation. 

Chief of Engineers. 

Chief of Ordnance. 

Chief Chemical Officer. 

Chief Signal Officer. 
From: G-4. 

SEPTEMBER 25, 1953. 


COMMENT NO. 1 


The attached memorandum from the Assistant Secretary of Defense (Supply 
and Logistics) is transmitted for your information and for compliance with the 
direction to exercise control over progress payments as prescribed. 

3y direction of the Assistant Chief of Staff, G—4: 
Wayne R. ALLEN, 
Brigadier General, GS, Acting Chief, Procurement Division. 


ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 
Washington 25, D. C., September 15, 1958. 
Memorandum for The Assistant Secretary of the Army (Materiel). 
The Assistant Secretary of the Navy. 
The Assistant Secretary of the Air Force (Materiel). 
Subject: Control of progress payments. 

1. In view of the need to keep the expenditure of public funds within the 
statutory debt limit, the military departments should immediately take all pos- 
sible measures to maintain a tight and effective control over progress payments 
and to exert every possible effort, consistent with established procurement poli- 
cies, to persuade defense contractors to utilize private capital and financing, 
rather than governmental! financing, to the greatest extent possible. 

2. This control must be exercised in such a manner as to provide for the 
replenishment in accordance with existing contract clauses and regulations, of 
the working capital of our contractors on a minimum basis commensurate with 
their actual current production schedule requirements and the minimum inven- 
tory lead time for future production under present schedule requirements. 


C. 8S. THomas. 
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DISPOSITION F'oRM 
64/E-56057. 
Subject: Plan for supervision of contract financing by progress payments. 
The Quartermaster General. 
The Surgeon General. 
Chief of Transportation. 
Chief of Engineers. 
Chief of Ordnance. 
Chief Chemical Officer. 
Chief Signal Officer. 
Chief, Agency Staff, Armed Services Textile and Apparel Procurement 
Agency. 
Chief, Armed Services Medical Procurement Agency. 
CG, First Army. 
CG, Second Army. 
CG, Third Army. 
OG, Fourth Army. 
CG, Fifth Army. 
CG, Sixth Army. 
CG, MDW. 
Irom : G—4, 
SEPTEMBER 16, 1953. 


COMMENT NO, 1 


1. The Chief of Staff has directed the immediate implementation of the follow- 
ing plan for supervision of contract financing by progress payments so as to 
preclude the occurrence of certain losses and to provide for a control of progress 
payments made to contractors where the risk to the Government is unduly large. 

a. Purpose.— 

The purpose of this plan is to establish a basic procedure to be followed by 
the purchasing offices and the contract financing offices to assure that the requi- 
site financial information and related data concerning progress payment financing 
may be provided the Under Secretary of the Army so that he may exercise his 
responsibility pertaining thereto. 

b. Summary of plan.— 

(1) The plan is designed to accomplish the following specific purposes: 

(a) Provide the Under Secretary of the Army, the Assistant Secretary of 
the Army (Materiel), G—4, the contract financing offices and the purchasing 
offices with basic information as related to the extent and volume of defense 
production financed through the medium of progress payments. 

(b) Minimize the risk of monetary loss to the Government to the extent com- 
patible with aiding essential procurement by bringing to the attention of the 
contract financing offices specific progress payment cases involving unusual finan- 
cial arrangements and conditions with attendant high risk factors. 

(2) The plan consists of three basic parts, summarized as follows: 

(a) Submission of a monthly report by the purchasing offices through appro- 
priate channels, to the Under Secretary of the Army and the Assistant Secretary 
of the Army (Materiel) which will reflect details of progress payment financing 
furnished to Department of the Army contractors. 

(b) Active participation by contract financing offices (Comptroller of the Army 
and the Chief of Finance) with the purchasing offices regarding certain types 
of progress payment cases. 

(c) Review by the contract financing offices, in cooperation with the purchas- 
ing offices, of the administration of progress payments, at field installation levels 
when available information discloses suspected problem areas within a particular 
installation. 

ec. The plan. 

(1) Details of the three basic parts of the plan are set forth below: 

(a) Status of Progress Payment Report.— 

1. Purpose-—The purpose of this report is to provide data with respect to 
the status of progress payments made to and recouped from Department of the 
Army contractors. It will disclose the relative importance of progress payment 
financing to the overall contract financing program of the Department and will 
serve as a basis for subsequent study by the Department to determine the extent 
progress payments have been used, and other related information. In addition, 
its subject matter may also be used by the Assistant Chief of Staff, G-4, and the 
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Chiefs of the Technical Services for internal management control or other infor- 
mation purposes considered appropriate by those offices. 

>. Preparation.—Field installations and operating agencies acting in the ca 
pacity of field installations, which receive allotments from the Chiefs of the 
Technical Services or overseas commanders and administer contracts under which 
progress payments have been made, will report on a monthly basis the status of 
progress payments to the Chiefs of the Technical Services and overseas com- 
manders from whom the related allotments or suballotments were received. The 
Chiefs of the Technical Services and overseas commanders receiving such reports 
will compile consolidated reports to be submitted through appropriate channels 
to the contract financing offices with copies to the Assistant Chief of Staff, G-4, 
and the Assistant Secretary of the Army (Materiel). 

Contents.—a. The report will provide the following data; only as related to 
unliquidated progress payments at the close of the report period : 
J) Name of contractor. 
/) Contract number. 
}) Face value of contract, as amended. 
) Uninvoiced value of contract. 
5) Aggregate progress payments made. 
(6) Aggregate progress payments liquidated. 
(7) Unliquidated amount of progress payments. 
(8) Recoupment percentage (Percent withheld from payment due con- 
tractor for delivery of end items to liquidate progress payments) 

NOT! In connection with progress payments made under construction 
contracts, as defined in ASPR 10-101.6, it will be acceptable to elimi- 
nate details required by a (1), (2) and (8) above by reporting the total number 
of progress payments unliquidated at the close of the report period together with 
composite totals thereon for the information required by a (3) through (7), 
inclusive. « 

b. The report will include as a separate category, progress payments liquidated 
during the report period by the Government taking possession of the property 
to which it held title by virtue of having made the progress payment. It is 
not meant to include herein progress payments liquidated from proceeds payable 
to the contractor for the delivery of supplies or services called for under the 
contract (as set forth in APP 7-150.1 a (c)). 

c. Copy of form to be used in preparing the above report, “Report on Status of 
Progress Payments for Contracts” (Reports Control Symbol No. Fin-90) and 
instructions thereon, are inclosed as Appendix 1. Special Regulations covering 
this form will be issued in due course. The first report will be submitted as of 
30 September 1953. 

(b) Coordination Between Purchasing Offices and Contract Financing Offices.- 

1. Purpose—To provide a procedure whereby contract financing offices may 
become more closely identified with, and participate actively in the progress pay- 
ment program (but only insofar as “high risk” types of cases are concerned) in 
order that the fundamental management principle of internal check and balance 
may be applied. 

2. Procedure.—The purchasing office will forward through established chan- 
nels, request for concurrence of the contract financing offices, prior to approving 
contract provisions for progress payments, initially or by amendment or supple- 
ment, for types of cases set forth below: 

a. Contractors who propose to obtain progress payments in lieu of previously 
authorized guaranteed loans or advance payments made available by any Military 
Department, or where applications for guaranteed loans or advance payments 
have been declined, or are pending. 

b. Types of cases as indicated below wherein the judgment of the purchasing 
office there is substantial doubt that a contractor has the financial capacity or 
credit resources essential to the performance of the contract: 

(1) Cases where the contractor is threatened with insolvency or bankruptcy. 

(2) Cases where the contractor is in serious financial difficulty whereby pro- 
duction delays or default under contracts are threatened. 

(3) Cases where production or deliveries may be seriously delayed due to any 
other adverse condition which may exist, including situations, such as: 

(i) Substantial outstanding indebtedness of any character, matured or matur- 
ing during the contract period, for which adequate provisions for payments or 
extension beyond the contract period had not been made. 

(ii) With inventory substantially larger than that which would be normally 
required for production under existing contracts (defense and civilian) held by 
the contractor, in relation to foreseeable sales. 
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(iii) With accounts and/or notes receivable substantially larger in relation 
to past sales, than are considered reasonable. 

(4) Cases where a contractor has, or it is anticipated will, experience a sub- 
stantial loss under defense contract(s) to be financed, or under civilian con- 
tracts, which losses may seriously impair his financial situation. 

(5) Cases where the contractor has significant litigation, indictments, existing 

elinquency in payment of taxes or other debts to the United States, or other legal 
tion pending against him. 

In all cases where it is proposed to authorize progress payments in excess 

90 pércent of direct labor and material, and/or component parts purchased, 

provided for in APP 7-150, 1b, as implemented by Comment No. 1 dated 25 
August 1953 (G4/E-51435) from the Assistant Chief of Staff, G—4. 

d. Cases involving contractors whose names appear on any current list where 
an award of new procurement requires the approval of the Assistant Chief of 
Staff, G-4, prior to award being made. 

e. Cases where substantial amounts are due to stockholders, partners, manage- 
ment officials, affiliates, or subsidiaries of the contractor, unless such amounts 
are subordinated to the liquidation of the progress payments, guaranteed loans, 
and advanced payments. 

In cases where a contractor has already been authorized progress payments, 
and it becomes known to the purchasing office that one or more of the situations 
stated in the preceding paragraph exist, the purchasing office will report the case, 
together with all pertinent facts, in accordance with instructions contained in 
lisposition form dated January 2, 1953 (file G4/E-80311) from the Assistant 
Chief of Staff, Gt. 

4. Information required for progress payment provisions.—a,. Ordinarily, the 

nformation obtained in connection with the determination as to whether a 
contract should be made with a particular contractor, when such information 
is on hand and utilized as required by paragraph 204 of SR 715-35-5, and by the 
procedures, directives, and instructions of thfe Department of the Army con- 
cerning preaward surveys, financial analysis, price analysis, and analysis of 
ccounting systems and controls, should provide most of the material necessary 
for a decision as to whether, and on what basis, provisions for progress payments 
should be made in a contract. Generally, the amount of information required 
will vary inversely with the experience, reliability, and financial strength of the 
contractor. For those contractors who are known to be financially strong, fully 
reliable, with good management and satisfactory operating experience, a current 
balance sheet and operating statement, and a showing of reasonable need for 
progress payments should be sufficient. 

bh. For those contractors whose financial condition is not strong in relation to 
the projected volume of work involved, or who have not had satisfactory results 
on similar work, or whose management is not known to be experienced and 
fully reliable and competent, full information, to the extent not already known, 
should be obtained as a basis for evaluation of the reasonable need for progress 
payments and of the risk involved, and for the terms and conditions for progress 
payments. In determining the scope and detail of information necessary for 
these purposes, the requirements set forth in subparagraphs c. (1) through (10) 
of this paragraph will be followed. 

c. Information to be furnished contracting financing offices for cases requir- 
ing coordination: At the time the purchasing office requests concurrence for 
approval of a progress payment provision in situations requiring concurrence 
of the contract financing offices as set forth in paragraph 2, the advice should 
include or be accompanied by the following: 

(1) Summary statement from the Chief of the purchasing office indicating 
the reason for referring the case to the contract financing office, and that Govern- 
ment financing to be provided by the progress payment is required for prompt 
and efficient performance of Department contracts, also, where appropriate, a 
timely report of facts, including report of actions taken, and further action 
recommended. 

(2) Summary statement of contracting officer on contractor’s operations (in- 
cluding production and deliveries), also statement of past dealings with the 
contractor, and in particular of the adequacy of contractor’s technical ability 
and plant capacity to perform the contract containing the progress payment 
provision. 

(3) Balance sheet and profit and loss statement for the most recent fiscal year 
prepared and certified by an independent public accountant and, if available, 
similar financial data for the two previous years; also latest available interim 
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balance sheet and profit and loss statement of the current fiscal year. If the 
certified balance sheet and profit and loss statements are not available, corres- 
ponding statements should be submitted, certified by an authorized officer, part- 
ner, or individual proprietor as to accuracy and completeness. 

(4) Financial Analysis of Contractor's balance sheet and profit and loss state- 
ments to include appropriate comments relating to (a) aging of accounts and 
notes receivable; (b) obsolescence of inventory and method of valuing inven 
tory: (c) adequacy of reserves for depreciation; (d) aging of accounts and 
notes payable; (e) mortgages, liens, pledges, assignments and other security 
arrangements, if any; (f) analysis of surplus; (g) contingent liabilities (and 
liabilities not shown on the financial statements), if any; (h) existing credit 
or financing arrangements; and (i) such other facts as may be appropriate for 
adequate disclosure and understanding of the contractor’s financial condition. 

(5) Statement as to adequacy of insurance covering facilities and inventories. 

(6) Summary of backlog of contractual commitments (showing totals for 
defense and civilian separately) and also indicating approximately total ameunt 
f bids outstanding, and explanation concerning principal contracts under ne 
gotiation, in addition to the contracts under which progress payments are being 
I le or requested. 


‘ 


ait 
) Cash forecasts, showing estimated disbursements and receipts for the 
period in which the progress payment is expected to be available and outstanding, 
prepared on the basis of projected civilian sales and defense sales, the latter to 
indicate the performance of the contract containing the progress payment 
prov ision. 

(8) Statement of compensation payable to each oflicer, partner, proprietor, 
and principal executive, including bonus, commission, and profit-sharing arrange- 
ments, together with similar data for the past two years. 

(9) Statement of all affiliates of the contractor showing extent of financial 
interests of the contractor in affiliates and of affiliates in the contractor, and 
also mutual officers, directors, and major stockholders or owners, and disclosing 
character and amount of business transactions with affiliates; also if a corpo- 
ration, list of major stockholders and shares held. 

(10) Summary history of contractor and its principal management personnel. 

c. Review of Progress Payment Administration at Field Installation Level. 

1. Purpose.—(a) This part of the plan is designed to accomplish two major 
purposes, each equally important at the moment. 

(b) It will first provide a means to evaluate the effectiveness of administrative 
and financial procedures presently in use by the purchasing offices and to uncover 
areas wherein there may exist factors or conditions tending to expose the Gov 
ernment to unnecessary financial risks. 

(c) Secondly, it will enable the contract-financing offices to participate actively 
with purchasing offices in the development of preventive and corrective measures 
to avoid undue risks to the Government in this field of financing. 

2. Procedure.—(a) The contract-financing offices, in cooperation with the 
purchasing office, will conduct periodic reviews within each purchasing offic: 
to the extent deemed appropriate, when, in the opinion of the contract-financing 
office there is an indication that the purchasing office’s administration of 
progress-payment financing, particularly at field installation levels exposes the 
Government to undue risk, or that there exists problem or danger areas, or 
any other unsatisfactory condition that may tend to increase the risk to the 
Government in this field of financing. 

(b) To enable the contract-financing office to observe progress-payment admin- 
istration within a purchasing office of all normal administrative reviews pre- 
pared by the purchasing office, particularly those concerning the effectiveness of 
administration and financial procedures in use at field installations will be 
furnished promptly to the contract-financing office. 

(c) In addition, it will be expected that the purchasing office will bring to 
the attention of the contract financing oflice in a timely manner problem areas 
uncovered through means other than normal administrative review. 

3. Scope of review.—(a) The scope of the review will be planned and developed 
by the contract financing offices in cooperation with the purchasing office. It is 
intended that the scope will be flexible and that its extent as well as the regularity 
of review, will be discretionary with the contract financing offices as determined 
by local conditions. In general, the following will be included in the scope of the 
review : 

(1) A review of the methods and procedures followed by the field installation, 
and the experience and capacity of the personnel responsible for the execution 
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ind administration of the methods and procedures. Particular emphasis will 

e placed on attention to and ability to evaluate financial aspects. 

(2) A review, on a selective basis and to the extent deemed appropriate, of 
he adequacy of the financial data available as related to a Department con- 
tractor having progress payments, to determine if such data enables the field 
nstallation to submit timely reports of facts concerning types of cases outlined 
n paragraph c (b) 2. Particular attention will be given to the frequency that 
such data are reviewed and analyzed by the field installation to reflect changes 
hat may develop in a contractor’s financial condition subsequent to approval 
if a progress payment provision; sufficiency of documents and other related 
papers submitted by a contractor in support of progress payments received and 
method of progress payment liquidation, the latter to assure that the unliquidated 
alance of the progress payments is at all times adequately secured in accord- 
ince with basis set forth in the progress payment provision. 

2. The instructions contained in Disposition Form dated August 25, 1953 
G4/E-51435), subject: “Partial and Progress Payments,” remain in full force 
and effect. 

3. This directive supersedes Disposition Form dated August 21, 1953, 
(G4/E-50898) subject: “Plans for Supervision of Contract Financing by Prog- 
ress Payments.” Any instructions contained in Army Procurement Procedure 
or other regulations which are in conflict with the provisions of this directive 
are also hereby rescinded, pending the issuance of amendments thereto. 

4. It is requested that this directive be immediately implemented to the field 
purchasing offices, and this office furnished with copy of such implementation. 

By direction of the Assistant Chief of Staff, G-4: 

WAYNE R. ALLEN, 
Brigadier General, GS, Acting Chief, Procurement Division. 


APPENDIX I. PLAN FOR SUPERVISION OF CONTRACT FINANCING BY PROGRESS PAY- 
MENTS—REPORT ON STATUS OF PROGRESS PAYMENTS FOR CONTRACTS 


(Reports Control Symbol FIN-90) 
1. PURPOSE 


The purpose of the Report on Status of Progress Payments for Contracts (DA 
AGO Form ) (Reports Control Symbol FIN-90) is to provide data with 
respect to the status of progress payments which have been made to Depart- 
ment contractors under approved type contracts, and are outstanding during the 
report period. 

a. For the purpose of this regulation the term “progress payments” means 
payments made as work progresses under a contract, upon the basis of costs 
incurred before deliveries. This definition includes payments made under 
construction contracts for a percentage of performance accomplished, or of a 
particular stage of completion and for supply contracts for costs incurred (as 
outlined in APP 7-150.1). It is not meant to include payments for partial 
deliveries accepted by the Government under a contract, or partial payments on 
contract termination claims. 

b. The reports control symbol on Form —— will be used by: 

(1) Field installations and operating agencies acting in the capacity of 
field installations, which receive allotments from the Chiefs of the Technical 
Services or Overseas Commanders ard administer contracts under which progress 
payments have been made, to report the status of progress payments to the 
Chiefs of the Technical Services and Overseas Commanders from whom the re- 
lated allotments were received. 

(2) The Chiefs of the Technical Services and Overseas Commanders receiving 
reports from field installations to compile recapitulations for submission to the 
Chief of Finance, Attn: FINGB. 

ce. The reports will be used to determine the extent of progress payment trans- 
actions and the rate of recoupment under contracts administered by the re- 
porting field installations. The reports may also be used by preparing and 
receiving offices for such other management, control, or information purposes 
as are appropriate. 


2. PREPARATION 


a. The reports will be prepared monthly to include information required (1) 
with respect to all progress payments made on which unliquidated balances 
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existed at the close of the reporting period, (2) for all progress payments on 
which outstanding balances existed at the beginning of the period but which 
were recouped during the reporting period and (3) all progress payments mac 
within and liquidated during the report month. Progress payments made and 
liquidated under a contract are to be reported on a cumulative basis. (Exam- 
ple: If three progress payments have been made under a contract and two of 
these payments have been recouped in full, the total of the three progress pay 
ments made will be reported as “progress payments made” and the total of the 
two progress payments recouped will be reported as “‘progress payments liqui 
dated.”) Progress payments which have been recouped in full and subsequently 
dropped from the report, will, if later progress payments are made under the 
same contract, also be reported on a cumulative basis to include all prior progress 
payments under the contract. 

b. DA AGO Form is designed to provide columnar arrangement for 
reporting the following data: 

(1) Contract number. 

(2) Name of contractor. 

(3) Amount of contract, as amended. 
(4) Uninvoiced Dollar Value. 

(5) Progress payments made. 

(6) Progress payments liquidated. 
(7) Progress payments unliquidated. 
(8) Recoupment percentage. 

ec. Column totals will be shown in the report for the amounts entered in 
columns 8, 4, 5, 6, and 7. 

d. The information which is required in the various columns of the report 
is described below. Amounts will be stated in exact dollars and cents. 

(1) Column 1—Contract number. Enter prime contract number against 
which progress payments have been made and are unliquidated at the beginning 
or ending of the report period, or made within and liquidated during the report 
month. 

(2) Column 2—Name of contractor. Enter the name of the contractor with 
respect to the data shown in column 1. 

(3) Column 3—Amount of contract, as amended. Enter the amount of the 
prime contract involved, as currently amended. 

(4) Column 4—Uninvoiced Dollar Value. Enter the amount of the contract, 
as currently amended, which has not been paid or credited to the contractor. 
Progress payments, as defined in Section la above are not to be considered as 
payments on the contract. 

(5) Column 5—Progress Payments made. Enter the total amount actually 
disbursed as progress payments, as defined in Section la above, under the 
contract detailed in column 1. 

(6) Column 6—Progress payments liquidated. Enter the total amount of 
recoupments (whether by voucher deductions, nonpayment voucher, or by cash 
refund) with respect to data shown in Column 5. 

(7) Column 7—Progress payments unliquidated. Enter the difference be- 
tween the amounts entered in Columns 5 and 6. The amount shown in Column 
7 will be verified with the amount indicated as unliquidated on the individual 
record maintained for each contractor. 

(8) Column 8—Recoupment percentage. Enter the percentage by which de- 
ductions are currently being made from contractor’s invoices in order to recover 
all progress payments by the time the contract is completed. This column will 
be used only by the field organizations in issuing their monthly reports. 

e. The Technical Service and Overseas Command will prepare a recapitula- 
tion, showing totals by reporting installations. In making the recapitulation, 
Columns 1 and 8 will have no entries, and Column 2 will show the installation 
reporting rather than the name of contractor. Grand totals will be shown 
on the recapitulation report. Distribution of the report will be made as outlined 
in paragraph 3 hereof. 

f. The Office, Chief of Finance will make a monthly recapitulation report 
from reports furnished by the Technical Services and Overseas Commanders. 
Columns 1 and 8 will have no entries, while Column 2 of the Chief of Finance 
report will show the names of the various Technical Services and Overseas 
Commands rather than the name of the contractor. 
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NUMBER AND DISTRIBUTION OF REPORTS 


a. Continental United States: Field installations will prepare the reports 
ynthly in an original and four copies, which will be distributed, as follows: 
1) The original and three copies will be forwarded to reach the Technical 

Service headquarters not later than the Sth day of the month 
port month. 

2) The fourth copy will be retained by the reporting installation 

Recapitulation Report of Technical Service or Overseas Command: The 
hnical Service or Overseas Command furnishing a Recapitulation Report 
ll prepare an original and three copies, supported by the individual installation 
eports, to be distributed as follows: 

(1) The original and one copy will be forwarded to the Chief of Finance, 
epartment of the Army, Washington 25, D. C., Attn: FINGB, in time to 
each the recipient not later than the 12th day of the month following the 
eport month. 


2) The second copy will be forwarded to the Assistant Chief of Staff G—4, 
Department of the Army, Washington 25, D. C., Attn: Purcha 
ime to reach the recipient as stated above in paragraph 8b (1). 

(8) The third copy will be retained by the Technical Service or 
Command. 

ec. Recapitulation Report of Chief of Finance. This Report will be prepared 
n original and three copies and will be forwarded to reach the recipients, indi 
cated below, not later than the 17th day of the month following the report 
month, All supporting details will be retained within the Office Chief of Finance. 
Distribution of the report will be, as follows: 
(1) The original to the Under Secretary of the Army, Washington 25, D. C 
(2) First copy to the Comptroller of the Army, Washington 25, D. C. Attn: 
Asst. Comptroller for Contractual Loans. 

(8) Second copy to the Assistant Chief of Staff, G-4, Washington 25, D. C., 
Attn: Purchases Branch. 

(4) Third copy to be retained by the Chief of Finance. 

d. Overseas Commands. Oversea operating agencies will report as of the 
20th of the month and will forward reports to reach the recipients listed in 
}> above, not later than the 12th day of the month following the report month. 
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DISPOSITION 
ile No. G4/E 51485 

Subject: Partial and Progress Payments. 
lo: The Quartermaster General 

The Surgeon General 

Chief of Transportation 

Chief of Engineers 

Chief of Ordnance 

Chief Chemical Officer 

Chief Signal Officer 

Chief, Agency Staff, Armed Services Textile and Apparel Procurement 


Agency 


G4. 






AuGust 25, 1953. 


COMMENT 1 





NO. 


1. Reference is made to Disposition Form from this office dated 18 May 1953, 
G4/E1-—29859), subject: “Partial Payment Provisions Under Coutracts,” and 
to paragraphs 7-150.la and 7—150.1b of Army Procurement Procedure. The pro- 
visions of paragraph 7-150.1la of Army Procurement Procedure as to the making 
of progress payments will not apply in the future. Paragraph 7-150.1b is being 
amended to require that 90 percent partial payments authorized in this para- 
graph are to apply only to direct labor and material, and/or component parts 
purchased. Disposition Form dated 18 May 1953, from this office referred to 
above, is amended to conform to the above. For example should direct labor 
constitute 25 percent of the total contract price and material 35 percent, the 
maximum costs that would be eligible for progress payments would be 60 percent 
of the contract price. Progress payments would be made against these eligible 
costs at the rate of 90 percent. When the invoice for delivery of the end item 
s provided, there would be withheld from all the amounts due the contractor 
a minimum of 54 percent to be applied in the reduction of progress payments. 

Percent 
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% percent of 60 percent equals 54 percent. 


This formula will be applied at the earliest practicable date and will be applied 
immediately for all new progress payments. Exceptions to this policy including 
requests for 100 percent progress payments will be made by this office upon 
your recommendation. 

2. The above applies only to partial or progress payments authorized for 
supply contracts and does not apply to construction contracts. 

3. Any instructions heretofore issued contrary to the above are hereby super- 
seded and overridden. 

4. The partial payment clause set forth in paragraph 7-150.1 of Army Pro- 
curement Procedure will be modified to conform to the above pending amendment 
to Army Procurement Procedure. 

By direction of the Assistant Chief of Staff, G-4: 
P. M. SELEEN, 
Brigadier General, GS, Acting Chief, Procurement Division. 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE COMPTROLLER, 
Washington 25, D. C., March 12, 1954. 

NavCompt instruction 7800.1 

From: Comptroller of the Navy. 

To: Distribution list. 

Subject: Defense Contract Financing—progress payments. 

Reference: (a) NAVEXOS P-1006 Appendix 1 as revised by DOD Directive 
7800.1 of October 30, 1953 (NCPD 46-54). 

Enclosure: (1) Department of Defense Directive 7840.1 of February 15, 1954, 
as promulgated by SecNav Instruction 7810.1 of February 17, 1954. 


1. Authorization and issuance.—Enclosure (1) was promulgated by SecNav 
Instruction 7810.1 of February 17, 1954, and requires the issuance of implement- 
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ing interim instructions by the military departments pending the issuance of 
Part V of NAVEXOS P-1006 on progress payments 

2. Purpose.—The purpose of this instruction is to distribute the Department 
of Defense directive establishing the basic policy and standards governing the 
making of progress payments on supply contracts and to provide the instructions 
for guidance and compliance of all personnel concerned with the making of 
contract provisions for progress payments, or with the administration of progress 
payments. 

3. Scope.—This instruction shall apply to all new contracts for the procure 
ment of supplies or services, but shall not apply (a) to public works construction 
contracts; (b) to cost reimbursement type contracts; or (c) to any amendment, 
modification, or supplemental agreement with respect to any supply contract 
executed as of a date prior to the effective date of this instruction, provided 
that this instruction shall apply to any such amendment, modification, or supple- 
mental agreement which provides for the new or additional procurement of 
supplies or services and is not a part of a public works construction or cost 
reimbursement type contract. 

4. Relation of progress payments to other methods of financing.—The order 
of preference prescribed by reference (a) which should be generally observed 
in determining the method of financing to be made available to suppliers is first 
private financing; second, guaranteed loans; third, progress payments; and 
fourth, advance payments. This order of preference requires initially the 
fullest use of private financing, including guaranteed loans, which is feasible 
within available and acceptable credit arrangements for the period covered by 
projected cash requirements under contracts to be financed and without creating 
unusually adverse effects upon the contractor’s operations. Progress payments 
should then be made to supplement this fullest use of private financing but only 
to the extent necessary for contract performance. In addition to any other 
evidence considered necessary by the contracting officer to show the fullest use 
of private financing, a written representation from the contractor will be ob- 
tained stating that no other private financing with or without Government 
guarantee is available. 

>. Standards governing the making of progress payments.—Progress payments 
should only be made to supplement working funds obtained or to be obtained 
through private financing, with or without Government guarantee and then only 
to the extent reasonably required for the prompt and efficient performance of 
Government contracts. The use of progress payments to finance the performance 
of contracts involving a long “lead time” or high expenditure preparatory 
period disproportionate to the financial strength of an acceptable supplier is 
considered proper and should not be denied or curtailed to the extent of 
financially embarrassing such otherwise acceptable supplier. Examples of con- 
tracts involving these characteristics are those for the construction of aircraft 
and ships; major ship repair and conversion; major ordnance items; major 
items of electronic equipment and heavy handling equipment. 

6. Conditions precedent to the making of progress payments. Reference (a) 
placed the responsibility of the administration of progress payments in the 
Office of the Comptroller of the Navy in which office the Assistant Comptroller, 
Accounting and Finance bas been designated the contract financing office (see 
section 205 of NAVEXOS P-1006). In order to expedite the placement of con- 
tracts incorporating progress payment provisions, contracting officers and heads 
of procurement activities may, on their own authority, provide for progress pay- 
ments within the applicable percentages provided for in paragraph 7 hereof 
upon determining that: 

a. No other preferred method of financing is available to the contractor. 

b. Progress payments are required to finance the contract for which they are 
provided. 

c. The contractor has working capital which, supplemented by the amount 
of progress payments, will be sufficient to finance the performance of the contract. 

d. The contractor's accounting system is adequate for the proper administra- 
tion of progress payments. 

e. The contractor’s financial condition as reflected by his financial statements 
and other available credit reports is such that the granting of progress payments 
will not result in the assumption of an undue and unusual risk on the part of the 
Government. 

If any questions presented by the above cannot be resolved by the contracting 
officer to his own satisfaction, he shall refer the case to the contract financing 
office via the Office of Naval Material (Code M36) for resolution. 
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‘ 


Subject to the conditions outlined in paragraph 6 


7. Bases and perce ntage 8. 
be provided 


ibove, the maximum percentages of progress payments that may 
igainst particular bases of costs incurred or percentage or stage of completion 
ire as follows: 

a. Bases of costs incurred : 

(1) Upon approval of the contracting officer, up to 90 percent of direct labor 

direct material costs, or both, or up to 75 percent of all costs incurred. 

(2) Upon approval of the head of a procuring activity as such term is defined 
n ASPR 1-201.4, up to 95 percent of direct labor or direct material costs or both, 
or up to 90 percent of all costs incurred 

(3) Upon approval of the head of a procuring activity and the contract financ- 
ing office, percentages in excess of those prescribed in subparagraph 7.a (2). 
The request for such approval shall set forth the reasons for the necessity of 


il 


such increased percentage and shall be forwarded to the contract fianncing office 
via the Office of Naval Material (Code M36). 

Where progress payments are made on the basis of costs incurred, no progress 
payment provisions shall be approved unless the effect of such provisions assure 
that (a) at no time will the amount of unliquidated payments exceed the value 
of the work in progress which has not otherwise been reimbursed to the con- 
tractor, and (b) the unpaid balance of the contract price is sufficient to cover 
the anticipated cost of completion of the contract. 

b. Bases of percentage or stage of completion : 

(1) Upon approval of the contracting officer, up to 90 percent of : 

(a) The amount determined by applying the percentage of completion to the 
contract price, or 

(b) The amount assigned to the stage of completion. 

2) Upon approval of the head of the procuring activity as such term is de- 


fined in ASPR 1-201.4, up to 95 percent of 

(a) The amount determined by applying the percentage of completion to the 
contract price, or 

(b) The amount assigned to the stage of completion 

(3) Upon approval of the head of a procuring activity and the contract financ- 
financing office, percentages in excess of those prescribed in subparagraph 7.b 

2) The request for such approval shall set forth the reasons for the necessity 
of such increased percentage and shall be forwarded to the contract financing of- 
fice via the Office of Naval Material (Code M36). 

Where progress payments are made on the basis of percentage or stage of 
completion, such payments shall not exceed the total costs incurred as certified 
by the contractor for the work represented by the percentage or stage of com- 
pletion, plus a percentage of such costs, not in excess of 10 percent, representing 
the ratio of anticipated profit under the contract. Audit of such certified costs 


shall not be a condition precedent to payment of progress pay within the 
authorized percentages. 
8S. Administration of progress payments 


u. Standards: Whatever the form of the provisions for progress payments may 
be in a particular case, they cannot be self-executing, but require careful ad- 
ministration to insure against overpayments and losses. The extent of super- 
vision required varies inversely with the adequacy of the contractor’s own ac- 


counting controls, and the experience, reliability and financial strength of the 


contractor. 

b. Review : 
provide that the making of progress payments is mandatory 
under such contract provisions the making of progress payments is discretionary 
payments 


Within the Department of the Navy, contract provisions usually 
Hlowever, where 


rather than mandatory, contracts involving substantial progress 

meaning, for this purpose, those with $1,000,000 of unliquidated progress pay- 
ments outstanding or to be outstanding), will be carefully reviewed, if that has 
not been done recently, with a view to reduction of the rate of progress payments, 
more rapid liquidation of progress payments, and, where feasible, substitution or 
private financing (including guaranteed loans) to the 


partial substitution of 
will also be directed 


extent that such financing may be necessary. Such review 
toward holding down progress payments to the minimum rates and amounts nec- 
essary to replenish the working funds of contractors on the minimum basis 
commensurate with their actual current production schedule requirements and 
the minimum inventory lead time under current schedule requirements. This 
review should include periodic examination of contractor’s actual cash needs, 
estimated cash resources and their planned application. 
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c. Nonarbitrary 
slow down 
on 


action: Pursuant to paragraph b above, action to reduce 
progress payments or to increase liquidation rates (unless justified 
other grounds, such as overpayments or unsatisfactory performance), must 
never be taken precipitately or arbitrarily, and should be taken only after notic 
to the contractor, and full exploration of the contractor’s financial conditior 
existing credit arrangements, present and projected cash and cash requirements, 
effect of payment reduction on the contractor's operations, and gen 
erally on the equities of the particular situation. 
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Progress payments to subcontractors.— Progress payments shall be mad 
y the Government to prime contractors only. However, when and to the 
extent authorized in the prime contract, progress payments may be made by the 
prime contractor to a subcontractor for which reimbursement may be made 
through progress payments made by the Government to the prime contractor 
who shall continue to be responsible for the making and administration of prog 
ress payments to subcontractors. Advance payments, down payments, deposits 
or other payments made by a prime contractor to subcontractors or suppliers 
before delivery and acceptance of items under subcontracts, will not constitute 
a basis for progress payments to a prime contractor. 


10. Effective date.—The provisions of the instruction shall be effective March 
81, 1954. 


by 














W. P. Cassipy, 
Assistant Comptroller, Accounting, Audit, and Finance. 






DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington 25, D. 0., February 17, 1954. 
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Instruction 7810.1 
From: Secretary of the Navy 
To: Comptroller of the Navy. 
Subject: Defense Supply Contract 
Costs. 
Reference: (a) SecNay Instruction 5215.44 of February 10, 1954, Department 
of Defense Directives and Instructions; implementation and distribution of. 
Enclosure :(1) DOD Directive 7840.1 of February 15, 1954, same subject. 
1. Purpose.—The purpose of this directive is to transmit enclosure (1) for 
compliance pursuant to the provisions of reference (a). 
2. Implementation.—The action addressee will issue supplementary directives, 
as needed, so that all activities concerned will comply with enclosure (1). 








Financing—Progress Payments Based on 










Tuomas S. Gates, Jr., 
Acting Secretary of the Navy. 
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DEPARTMENT OF DEFENSE DIRECTIVE 





Subject : 


Costs. 


Defense Supply Contract Financing—Progress Payments Based on 









Attached for information and guidance is a copy of Secretary of Defense 
memorandum to Secretaries of Army, Navy, and Air Force, subject as above, 
dated February 12, 1954. 

Maurice W. Rocue, 
Administrative Secretary. 








THe SECRETARY OF DEFENSE, 
Washington, February 12, 1954. 
Memorandum for the Secretary of the Army. 
the Secretary of the Navy. 
the Secretary of the Air Force. 


Subject: Defense Supply Contract Financing—Progress Payments Based on 
Costs. 







Uncertainties as to the appropriate uses of progress payments to be made as 
work progresses on defense contracts for equipment and supplies have resulted 
from recent publicity. It is not and has not been the policy of the Department 
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of Defense that the proper use of progress payments should be stopped or un- 
isonably curtailed. Progress payments are sometimes necessary and useful 

» supplement the working funds available to defense contractors of all sizes. 

the extent reasonably necessary, they are considered useful on contracts 
nvolving a long “lead time” or preparatory period requiring contractor’s pre- 
livery expenditures that are large in relation to the contract price and in 
elation to the contractor’s working capital and credit. However, contract pro- 
visions for progress payments should be be only supplementary to private 
nancing, including guaranteed loans, in amounts reasonably necessary for 

mtract performance (Department of Defense Directive No. 7800.1). 

The percentage rates and cost bases for progress payments on new procure- 

ent, should be determined on a minimum basis commensurate with the con- 
tractor’s production schedule requirements and minimum inventory lead time, 

ith due regard to the contractor’s projected cash needs, cash resources and their 
planned application. It should seldom be necessary for progress payments based 
n costs to exceed 90 percent of direct labor and material costs, or 75 percent 

f total costs, of the work done under the undelivered portion of the contract. 
Lesser percentages and bases may often be adequate. However, higher per- 
centages that may be found necessary in individual cases may be provided with 
the specific approval of the head of a procuring activity (ASPR 1-201.4) or of 
a general or flag officer designated for that purpose. 

Progress payments require careful administration to insure against overpay- 
ments and losses. In the process of reviewing individual progress payments 
already existing or hereafter established, action to reduce or slow down progress 
payments or to increase liquidation rates (unless justified on other grounds, 
such as overpayments or unsatisfactory performance), should be consistent with 
contract provisions, and never taken precipitately or arbitrarily. Any such re- 
duction of progress payments on active contracts, with a view to holding all 
progress payments in line with actual reasonable necessity, should be effected 
only after notice to and discussion with the contractor, and after full exploration 
of the contractor’s financial condition, existing or available credit arrangements, 
projected cash requirements, effect of progress payment reduction on the con- 
tractor’s operations, and generally on the equities of the particular situation. 

In order to eliminate public misunderstandings, and to clarify understanding 
of policies pertaining to progress payments, it is important that the substance 
of this memorandum be disseminated very promptly to all personnel concerned 
with the making of contract provisions for progress payments based on costs, or 
with the administration of such progress payments. It is requested that copies 
of implementing instructions be furnished as soon as possible to the Assistant 
Secretary of Defense (Comptroller) and the Assistant Secretary of Defense 
(Supply and Logistics). This memorandum is intended for interim guidance, 
pending the issuance of contemplated comprehensive regulations governing all 
progress payments. 

C. E. WILson. 


Marcu 8, 1954. 
Memorandum for: The Assistant Secretary of Defense (Comptroller). 
Subject: Defense Supply Contract Financing—Progress Payments. 
Supplementing my memorandum of February 25, 1954, subject as above, there 
is attached a copy of each implementing instruction issued by Headquarters, 
Air Materiel Command, pursuant to DOD Directive 78740.1. 
For the Chief of Staff: 
W. O. MurcHison, 
Colonel, USAF, Chief, Procurement Policy Division, Directorate, 
Procurement and Production Engineering, Office, Deputy Chief of 
Staff, Materiel. 


FEBRUARY 23, 1954. 
Subject: Defense supply contract financing progress payments based on costs. 
To: Commander, Sacramento Air Materiel Area, McClellan Air Force Base, Calif. 
(Attention: Financial Analysis Office, SMPD-1.) 


(Contents of this letter was disseminated to all AMA’s) 


1. Attached is Department of Defense Directive No. 7840.1 for your informa- 
tion and guidance in the authorization and administration of progress payments. 
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2. These instructions will serve to amplify previous instructions on this 
subject forwarded by TWX message under dates of: January 14, 1954, December 
30, 1953, and December 9, 1953. 

3. Qualified negative financial clearances are required on any case when 
progress payments are necessary and will be submitted to the Financial Section, 
MCPPSF, this Headquarters. The approval of the Chief, Procurement Division, 
AMC, will be required for progress payment authorization in excess of 75 per- 
cent of total costs, or in excess of 90 percent of direct material and labor costs 

By order of the Commander: 

J. B. McFAar.anp, 
Colonel, USAF, Chief, Procurement Support Branch, 
Procurement Division. 
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FROM: MCPFCC-1-21-2 
ATTN: OCPPBB 


1. REPERFNCE CIARIFICATION OF TwX "0, MCPFOC-12-4-E, DATED 10 DECEMBER 1953 
AND SX WO. MOPFCC-12-26-E, DATED 20 DECEMBER 1953, 
THE INFORMATION CONTAINED IN THE TWwX's REFERRED TO IN PAR, 1 DOES WOT 


APPLY TO MONTHLY PROGRESS PAYMENTS MADE TO CONSTRUCTION CONTRACTORS 


3.+ SUCH PROGRESS PAYMENTS WILL OONTINUJE TO RE MADE IN ACCORDANCE WITH THE 
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[Unclassified ] 


JANUARY 1954. 
COMMANDER, MIDDLETOWN AMA, 
Olmsted AFB, Middletown, Pa. 
(Attention: Financial clearance section, MAPDCF.) 
{MANDER, Montte AMA, 
Brookley AFB, Alabama. 
(Attention: Financial clearance section, MOPDC.) 
OMMANDER, OGDEN AMA, 
Hill AFB, Ogden, Utah. 
(Attention: Financial clearance section, OOPB-2.) 
{MANDER, OKLAHOMA City AMA, 
Tinker AFB, Oklahoma City, Okla. 
(Attention: Financial clearance section, OCPBC.) 
)MMANDER, SACRAMENTO AMA, 
McClellan AFB, California. 
(Attention: Financial analysis office, SMPD-1.) 
OMMANDER, SAN ANTONIO AMA, 
Kelly AFB, Texas. 
(Attention: Financial section, SAPDCF.) 
OMMANDER, SAN BERNARDINO AMA, 
Norton AFB, California. 
(Attention: Financial clearance section, SBPBF.) 
‘OMMANDER, WARNER Rosins AMA, 
Robins AFB, Georgia. 
(Attention: Financial advisory branch, WRPBF.) 
The following instructions are applicable to the negotiations and awards of 
ew fixed price contracts with contractors who require progress payments as a 
form of Government financing. Any contractor requiring Government financing 
assistance in the form of progress payments will be considered as a special case 
n accordance With provisions set forth in AFPI 70-221, paragraph 4b and sub- 
paragraphs. The financial section of the AMA will obtain and evaluate the 
nancial data prior to the accomplishment of the FCR. Qualified negative fi- 
ancial clearances will be required on any case when progress payments are nec- 
essary and will be submitted to the financial section, MCPPSF, this Headquar- 
ters. The qualified negative financial clearance will be accompanied by the 
recommendation of the AMA, including complete supporting detail as to the 
necessity for progress payments together with the recommended percentage to 
e allowed. Only minimum requirements should be recommended and will norm- 
ally be not over 75 percent of allowable costs. Supporting evidence of needs for 
progress payments will include but not necessarily be limited to cash projection 
flow sheets showing needs of the entire business, both military and civilian cover- 
ng the entire life of the proposed contract, the proposed method of financing and 
evidence of the available sources of private borrowings which will be utilized to 
the maximum extent prior to the granting of any progress payments. If the 
proposed contractor cannot obtain sufficient private financing and must resort to 
Government financing in the form of progress payments he must affirmatively 
vive proof that such is the case. 
J. B. McFARLAnND, 
Colonel, USAF, Chief, Procurement Support Branch, Procurement Division. 
JOHN J. MAHONEY, 
Vajor, USAF. 


JANUARY 1954. 
Commander, AMC, W-PAFB, Ohio. 
lo: All major commands. 
MCPFPL-1-38E. 

1. Pending revision of AFPP 7-13—9, 7-13-10 and AFPI 70-275, Air Force 
policy is that all possible measures must be taken to maintain and tighten con- 
trol over progress payments and to exert every possible effort consistent with 
established procurement policies to have defense contractors utilize private cap- 
ital and financing rather than Government financing to the greatest extent 
possible. 

2. Effective immediately no provision for progress payments will be included 
in future contracts until it can be shown that the contractor is using to the 
maximum reasonable extent non-Government sources of financing including its 
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own capital and existing guaranteed loans. It is not intended to change basic 
policies of providing progress payments when required to assist Air Force pro- 
duction, but rather to maintain proper controls so that progress payments wil] 
be authorized only to the extent necessary to provide minimum inventory and 
to supplement contractors’ own capital or borrowing capacity. 

3. Any contractor requiring Government financial assistance in the form of 
progress payments will be required to furnish explanatory data as to the ne- 
cessity for progress payments. Supporting evidence for need of progress pay- 
ments will include, but not necessarily be limited to, cash projection flow sheets 
showing needs of the entire business both military and civilian covering the 
entire life of the proposed contract, the proposed method of financing and evi- 
dence of the available sources of private borrowings which will be utilized to the 
maximum extent prior to the granting of any progress payments. If the pro- 
posed contractor cannot obtain sufficient private financing and must resort to 
Government financing in the form of progress payments he must affirmatively 
give proof that such is the case. 

4. Only minimum percentage requirements, normally not over 75 percent, will 
be allowed 

5. The above limitations on progress payments will not be applicable to con- 
struction contracts. 

Signed, Directorate, Procurement and Production. 

LEE W. FULTON, 
Colonel, USAF, Chief, Field Operations Division. 


PROCUREMENT DIVISION, 
January 7, 1958. 

Procurement Division Office Instruction No. 16, Addendum No, 1. 

Subject: Control of progress payments. 


1. Effective immediately no provisions for progress payments will be included 
in future contracts until it can be shown that the contractor is using to the 
maXimum reasonable extent non-Government sources of financing including its 
own capital and guaranteed loans. The term “future contracts” shall be inter- 
preted to mean any IFB or RFP or negotiations issued or commenced on and 
after the date of this notice. 

2. It is not intended to change basic policies of providing progress payments 
hen required to assist Air Force production, but rather to maintain proper 
controls so that progress payments will be authorized only to the extent necessary 
to provide minimum inventory and to supplement contractors’ own capital or 
horrowing capacity. 

3. Bidders will be notified of the changes in Government financing of contracts 
by inserting a notice in the RFP and/or other requests for bid the policy herein 
enunciated. The basis of the policy is contained in DOD 7800.1, a limited number 
of copies of which are available for buyers information in MCPPSF. 

1. Basic agreements containing progress payments in either parts A or B will 
no longer be in effect where they are in conflict with this policy. 

5. It is incumbent upon the buyer of airframes, engines or other commodities 
where he has knowledge that progress payments will be requested that he obtain 
the above-mentioned financial information in connection with bids submitted. 
Such cases will be referred to MCPPSF for resolution prior to completing 
negotiations. 

6. In those cases where progress payments are requested and the buyer has not 
obtained the necessary financial information from the bidders, it will be neces- 
sary before any progress payments are included for the Financial Section of the 
Procurement and Production Directorate in the AMA to obtain and review ex- 
planatory data showing the contractors’ financial condition, cash requirement 
projections, production schedules, and existing or pending credit arrangements. 
The Financial Section in the AMA will, if progress payments are deemed neces- 
sary, submit a qualified negative to question 2 of the FCR to the Financial Sec- 
tion, MCPPSF, this Headquarters for final action or submission to Headquarters 
USAF where required. The qualified negative will be accompanied by the recom- 
mendation of the AMA as to the necessity for such progress payments and the 


percentage to be approved together with all supporting data on which the recom- 
mendation was based. 


Harvarp W. Powe tt, 
Colonel, USAF, Chief, Procurement Control Office, Procurement Division. 
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DECEMBER 30, 1953. 


From: CMDR, HQ AMC. 
Krom: MCPFCC-12-26-E. 
\ttention: Director of Procurement and Production. 

Supplementing HQ AMC TWX No. MCPFCC-12-4-B, dated 9 Dec. 1953, it is 

equested that the following instructions be disseminated to all administrative 
ontracting officers, buying units and any other affected personnel under your 
jurisdiction : 

1. Effective immediately no provision for progress payments will be included in 
future contracts until it can be shown that the contractor is using to the maximum 
reasonable extent non-Government sources of financing, including its own capital 

nd guaranteed loans. It is not intended to change basic policies of providing 
progress payments when required to assist Air Force production, but rather to 
iaintain proper controls so that progress payments will be authorized only to 
he extent necessary to provide minimum inventory and to supplement con- 
tractors’ own capital or borrowing capacity. 

2. In order to accomplish the above it will be necessary, before any progress 
payments are included, that the Financial Section of the Procurement and Pro- 
duction Directorate in the AMA review explanatory data showing the contractors’ 
financial condition, cash requirement projections, production schedules, and 
existing or pending credit arrangements. The financial section will recommend 
to the buyer or contracting officer the appropriate amount, if any, of progress 
payments necessary to augment the contractors’ other financing arrangements. 

3. In any case, no progress payment in excess of 75 percent of the cost to the 
contractor of the property on which payment is requested shall be granted with- 
out such provision having first been cleared with the Financial Section of the 
Procurement Support Branch, Procurement Division, HQ AMC, MCPPSF. The 
term “future contracts” shall be interpreted to mean any IFB or RFP or nego- 
tiations, issued, or commenced, on and after the date of this notice. 

Ler W. Furron. 


PROCUREMENT DIVISION, 
December 11, 1953. 

Procurement Division Office instruction No. 16. 

Subject: Control of progress payments. 

1. This command has received clarification from Headquarters USAF on the 
subject of “Control of Progress Payments.” The Department of Defense Policy 
is to control progress payments in such a manner that: 

a. Progress payments to contractors on existing and future contracts will be 
authorized only to the extent necessary to replenish their working capital and 
in accordance with prior approved financing plans. 

b. Prime and subcontractors use to the maximum extent possible non-Govern- 
ment sources of financing, including their own capital and existing guaranteed 
loans before seeking substantial progress payments. 

2. It is not intended to change basic policies of providing progress payments 
when required to facilitate Air Force production but rather to maintain proper 
controls so that progress payments will be authorized to the extent necessary to 
provide minimum inventories and to supplement contractor’s own capital or 
existing borrowing capacity. 

3. In those cases where prior approved financing plans contemplate a combina- 
tion of private financing and progress payments, contracting officers administer- 
ing progress payments should be extremely cautious not to unbalance accepted 
financing plans. The contracting officer as part of his approval procedure, should 
obtain reasonable assurance that contractor has adequate system of inventory 
control. An appropriate examination should also be made periodically of 
contractor’s actual cash needs based on information supplied by contractor 
including a review of his estimated cash resources and their planned application. 

4. Administrative contracting officers should also be instructed that no action 
is to be taken to reduce progress payments or to increase liquidation rates unless 
due notice has been given to the contractor and prior review of situation has 
been made in conjunction with MCPPSF, Headquarters Air Materiel Command. 
Request for such review will be accompanied by report including full explanation 
of contractor’s financial condition, including cash requirement projection, pro- 
duction schedules and existing or pending credit arrangements. 

Harvarp W. Powe rt, 
Colonel, United States Air Force, Chief, Procurement Control Office, 
Procurement Division. 
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DECEMBER 

CMDR, HQ AMC 
All AMA’s and all depots. 
From: MCPFCC-12-+-E 
Attention: Director of Procurement and Production 

This command has received clarification from Hq USAF regarding the subject 

‘ontrol of Progess Payment.” It is requested that the following instruction 
disseminated to administrative contracting officers, buying units, and any 
other affected personne] under your jurisdiction : 

1. Department of Defense policy is to control progress payments in such 

anner that 

a. Progress payments to contractors on existing and future contracts will be 
authorized only to the extent necessary to replenish their working capital and 
in accordance with prior approved financing plans. 

b. Prime and subcontractors use to the maximum extent possible now Govern 
ment sources of financing, including their own capital and existing guaranteed 

ins before seeking substantial progress payments 


——_——— 


CMDR, HQ AMC 
All AMA’s and all depots 

It is not intended to change basic policies of providing progress payments 
when required to facilitate AF production but rather to maintain proper controls 
<0 that progress payments will be authorized to the extent necessary to provide 
minimum inventories and to supplement contractor’s own Capital or existing 
borrowing capacit) 

In those cases where prior approved financing plans contemplate a combi 
nation of private financing and progress payments, contracting officers adminis 
tering progress payments should be extremely cautious not to unbalance accepted 
financing plans. The contracting officer as part of his approval procedure, 
should obtain reasonable assurance that contractor has adequate system of 

ntory control. An appropriate examination should also be made periodically 
ontractor’s actual cash needs based on information supplied by contractor 
including a review of his estimated cash resources and their planned application 

\dministrative contracting officers should also be instructed that no action 

» taken to reduce progress payments or to increase liquidation rates unless 

has been given to the contractor and prior review of situation has 

m in conjunction with MCPPSF, Hq AMC. Request for such review 

be accompanied by report including full explanation of contractor's financial 

ondition, including cash requirement projection, production schedules and exist 
ing or pending credi rrangements 

LEE W. FULTON, 
Colonel, USAF, Chief, Field Operations Division 


DEPARTMENT OF THE AIR FORCE, 
HEADQUARTERS, UNITED States Arr ForcE, 
Washington 25, D. C., February 25, 1954 
Memorandum for: The Assistant Secretary of Defense (Coinptroller). 
Subject: Defense supply contract financing—progress payments based on costs 

1. Reference is made to memorandum dated February 12, 1954, subject as 
above, from the Secretary of Defense. 

2. Attached teletype implementing subject memorandum was sent to Head- 
quarters, Air Materiel Command, on Februury 17, 1954. That command will 
issue further implementing instructions, copies of which will be forwarded to 
you immediately upon receipt. 

For the chief of staff: 

W. ©. Mcrcnison, 
Colonel, USAF: Chief. Procurement Policy Division. Directorate. 
Procurem tand Pro tion, Engi ing, Office. Deputy Chicf 
of Staff, Materi« 


FEBRUARY 1954. 
Pass to Mr. F. I. Robertson, MCPE and MCPPSF. 
Secretary of Defense on February 12, 1954, forwarded to three service secre 
taries following memorandum: 
“Uncertainties as to the appropriate uses of progress payments to be made 
as work progresses on defense contracts for equipment and supplies have re- 
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ilted from recent publicity. It is not and has not been the policy of the De- 
partment of Defense that the proper use of progress payments should be 
stopped or unreasonably curtailed. Progress payments are sometimes necessary 
ind useful to supplement the working funds available to defense contractors of 

| sizes. To the extent reasonably necessary, they are considered useful on 
ontracts involving a long lead time or preparatory period requiring contractor’s 
predelivery expenditures that are large in relation to the contract price and 
n relation to the contractor’s working capital and credit. However, contract 
provisions for progress payments should be only supplementary to private fi- 
ancing, including guaranteed loans, in amounts reasonably necessary for con- 
tract performance (Department of Defense Directive No. 78001). 

“The percentage rates and cost bases for progress payments on new procure- 
ment, should be determined on a minimum basis commensurate with the con- 
tractor’s production schedule requirements and minimum inventory lead time, 
with due regard to the contractor's projected cash needs, cash resources, and 
their planned application. It should seldom be necessary for progress pay- 
ments based on costs to exceed 90 percent of direct labor and material costs, 
or 75 pereent of total costs, of the work done under the undelivered portion 
of the contract. Lesser percentages and bases may often be adequate. How- 
ever, higher percentages that may be found necessary in individual cases may 
he provided with the specific approval of the head of a procuring activity 
(ASPR 1-201.4) or of a general or flag officer designated for that purpose. 

‘Progress payments require careful administration to insure against over- 
payments and losses. In the process of reviewing individual progress payments 
already existing or hereafter established, action to reduce or slow down progress 
payments or to increase liquidation rates (unless justified on other grounds 
such as overpayments or unsatisfactory performance) should be consistent with 
contract provisions, and never taken precipitately or arbitrarily. Any sucl 
reduction of progress payments on active contracts, with a view to holding all 
progress payments in line with actual reasonable necessity, should be effected 
only after notice to and discussion with the contractor, and after full exploration 
of the contractor’s financial condition, existing or available credit arrange- 
ments, projected cash requirements, effect of progress payment reduction on the 
contractor’s operations, and generally on the equities of the particular situation.” 

The Secretary of Defense states that the memorandum is intended for interin 
guidance pending issuance of contemplated comprehensive regulations (such as 
the proposed revision of AFR 173-133) governing all progress payments. It is 
requested that the substance of the above be disseminated as soon as possible 
to all personnel concerned with the making of contract provisions for progress 
payments based on costs or with the administration of such progress payments. 
It is also requested that copies of implementing instructions be forwarded here 
for furnishing to the Assistant Secretary of Defense (Comptroller) and the 
Assistant Secretary of Defense (Supply and Logistics). 

(Signed) ProcurEMENT Poticy Division (AFMPE-PR). 
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(Reference pp. 224 and 235, April 2, 1954, testimony ) 
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Purpose : 
a. This Regulation establishes policy and procedure for the procurement of 
elopment and } uction of those portions of Weapon Systems and Support 
which are the responsibilities of Air Materiel Command and Air R 
li it Command, as outlined in attachment. The provisi 
in apply to Air Materiel Command and Air Research and Development Co 
(This Regulation does not apply to study, research, and development 1 
| lentified with a Weapon System or Supporting System.) 


An instrument of combat such as an air vehicle toget] 


é ed equipment both airborne and ground based, the skills necessay 


ate the equipment, and the supporting facilities and services required 


‘nable the instrument 
erational environment. 
b. Supporting Systems.—A system composed of techniques, skills, and equ 
ment, the composite of which is not an instrument of combat but which is in s 

f an operational role or mission. Examples are: weather, air-sea rescu 

ics, intelligence, and training systems. 

I Throughout the remainder of this Regulation, the term “Supporti 
stem” may be substituted for the term “Weapon System.” 

c. Major Subsystem.—Major functional part of a Weapon System which is es 
sential to operational completeness. Examples are: airframe, propulsion, arn 
ament, navigation, and communication. 

d. Government-Furnished Property (GF P).—Property in the possession of, or 
acquired directly by the Government, and delivered or otherwise made available 
to the contractor. 

e. Government-Furnished Aircraft Equipment (GFAR).—That portion of Goy 
ernment-furnished property which under the terms of an Air Force air vehicle 
ontract is procured and furnished by the Air Force directly to the air vehick 
contractors for inclusion in air vehicles. 

f. Contractor-Furnished Property (CF P)—That property other than Govern 
ment property used by the contractor in the performance of a contract. 

g. Contractor-Furnished Aircraft Equipment (CF AE).—That portion of con 
tractor-furnished property which is included in the air vehicle by the air vehicle 
contractor. 

h. /ssue Jtems.—<Air Force items which are essential to Weapon Systems but 
which may be furnished to an Air Force agency for installation in, use with, or 
the support of the air vehicle. Examples are: Stowed life rafts, sextants, drift 
meters, fuel trucks, crash trucks, first aid kits, personnel parachutes, oxygen 
masks, aircrew clothing. 

i. Weapon System Development.—EHngineering studies, design, and develop 
ment necessary for the integration of Major Subsystems, component equipment, 
support equipment, and applicable Issue Items, so the composite fit and operate 
together in a compatible manner as required for an effective Weapon System. 

j. Prime Contractor.—A contractor having a direct contract with the Air Force. 

k. Weapon System Contractor.—A Prime Contractor to the Air Force for de- 
tailed Weapon System Development (as defined in paragraph 2i), including 
necessary planning and scheduling under the supervision and final authority 
of the Air Force. 

1. Associate Contractor.—A Prime Contractor to the Air Force for the develop 
ment or production of items or equipment meeting specifications prepared by 
another contractor and as approved by the Air Force. 

3. Policy: The following Air Force policies are stated for the guidance of all 
agencies and organizations: 

a. Owing to the increased technical complexity of present day aircraft and 
equipment; the increasing necessity of obtaining compatibility and integration 
of the various equipments within a Weapon System; and the ever present neces- 
sity for expeditious, orderly, and economic conversion from the development 
phase to the production phase, the normal practice for the Air Force will be to 
accomplish Weapon System Development through Weapon System Contractors. 

b. Since the advantages and disadvantages of utilizing different methods of 
procuring development and production vary with the type of equipment, Major 
Subsystems and components considered, the normal practice for the Air Force 
will be to procure the development and production of a Weapons System as 
shown in attachment. 


of combat to be a single unit of striking power in its 
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Sufficient control will be established and maintained by the Air Force t 
that: 
(1) A vigorous and healthy equipment industry will be maintained. 
(2) A proper industrial base in the equpiment industry is maintained to 


provide for rapid production expansion in the event of mobilization 
>) Only reasonable profits and costs are allowed 
(4) Government recognized standards are used to the maximum practi 
cable extent. 

d. Owing to the long development time which must precede Weapon System 
luction, a continuing program of Research and Development will be main 
ned by the Air Force, independently of Weapon System Development, in order 

sure orderly, balanced, and continuing progress in studies, research, and 


or Subsystem, component equipment, and Issue Item development. 
t Responsibilities : 
Air Materiel Command will procure Weapon System Development and will 
ect contractors for production. 
b. Air Research and Development Command will maintain close surveillance 
all engineering aspects of Weapon System Development. 
Air Materiel Command will maintain close surveillance of procurability, 
oducibility, maintainability, and other logistic factors during the progress of 
Veapon System Development and during production. 
5. Procedures: 
a. The Air Materiel Command and the Air Research and Development Com 
and will procure development and production of Weapon Systems as described 
erein. Deviation from this procurement procedure can be made if AMC and 
ARDC jointly determine that a good and sufficient reason exists for such devia 
ion, after conducting a review of the specific conditions in the particular case, 
such as: unique technical aspects of the system, the time schedule involved, th« 
tatus of Air Force developments, and the capacity and capability of the par 
ticular contractors being considered. 
b. Air Research and Development Command will monitor development of 
Major Subsystems, insuring that development of their internal parts is avoided 
hen GFAE or standard Air Force equipment is available, or under development, 
and will be satisfactory for use without compromising effectiveness of the 
Weapon System. 
c. Air Research and Development Command will approve the design, qualifi 
cation test, and installation data for all items. 
d. Air Materiel Command will include provisions in contracts with Weapon 
System Contractors providing for Air Force approval of equipment developments 
nd production which are accomplished directly by the Weapon System Con 
tractor under the procedure of category I of attachment. In contracts for the 
development and production of Weapon Systems, provisions will also be included 
fer Air Force approval of subcontracts for equipment procured by the procedure 
of category I of attachment. In the above-cited approvals, consideration will 
be given, but not be limited, to: 
Primary 
responsibility 


C2) EO CR CI iii shitrtinictiendinanemenion stn ecieipadieneticeaeaeasitaeae 
(2) Selection or approval of specification___._._.__-_----.---- iciendins: eae 
ARDC 


(3) Standardization of equipment... ---~--- ccielien odorata 
(4) Qualification testing of all items prior to production delivery___-~- ARDC 


(5) Approval of subcontract source_____-__------~- ee RTA: AMC 
CE A as eiinctinninnanddincintisiiehindetatinndguntes gence ne 
(7) Price and profit.___...._... Eo hates cnciatisnangbenaie = shisecsienlin AMC 
(8) Patents and license rights for equipment. __----~~-- SK 
(9) Quantity of equipment on subcontract___...------~-- Gee edna AMC 
(10) Tiely Golhvery et: deckice]) Gate nn aise nc tis ce wes AMC 
(11) Timely delivery of procurement and production data__...____----~~-- AMC 
(12) Type and location of Government-owned facilities_.__._._.....--.~~- AMC 
(78) Timely placegsgut of subcomtracte.. 1c... .cnencen nn cennsnnus AMC 


e. For each weapon system, Air Research and Development Command will 
establish and maintain, so far as practicable, a list of all equipments in the 
different categories shown in attachment. At the time the budget is prepared, 
Air Research and Development Command will furnish to Air Materiel Com- 
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mand such lists for all Weapons Systems in the given fiscal year program. Also 
ARDC will inform AMC of all changes to such lists. 


By order of the Secretary of the Air Force: 
N. F. TwInrnc, 
Chief of Staff, United States Air Force. 
Official : 
K. B. THIEBAvD, 
Colonel, USAF, Air Adjutant General. 


1 Attachment: Procurement of Development and Production of Weapons 
Systems. 
Distribution: C; X: Air Procurement Districts, 15 copies. 


PROCUREMENT OF DEVELOPMENT AND PRODUCTION OF WEAPON SYSTEMS 


The normal practice for the Air Force will be to procure development and 
production of items of equipment of a Weapon System or Supporting System 
as shown below. Procurement of development of items listed in category 1 
may be accomplished in accordance with category 2, 3, or 4; and those in 
category 2, in accordance with category 3 or 4 as desired by Air Research 
and Development Command. Procurement of production of items listed in 
category 1 may be accomplished in accordance with category 2, 3, or 4; and 
those in category 2, in accordance with category 3 or 4, as desired by Air 
Materiel Command. 

Category 1.—By contract between the Weapon System Contractor and the Air 
Force. 

Category 2.—During development: by contract between equipment manufac- 
turers and the Air Force, utilizing performance-type specifications prepared by 
the Weapon System Contractor and approved by ARDC. 

During production: by contract between equipment manufacturers and the 
Air Force, utilizing detailed design specifications resulting from development. 

Throughout the development and production stages, existing developments, 
standardized components, or standardized major subsystems will be utilized to 
the maximum practicable extent. 

quipment in this category then will be forwarded to the Weapon System 
Contractor for inclusion in his Weapon System or will be issued in Air Force 
activities. 

Category 3.—By contract between the equipment manufacturers and the Air 
Force, utilizing specifications approved by the Air Force. This equipment then 
will be furnished to the Weapon System Contractor for inclusion in his Weapon 
System. 

Category 4.—By contract between the equipment manufacturer and the Air 
Force, utilizing specifications approved by the Air Force. This equipment then 
will be issued to Air Force activities. 


Categories 
Weapon system 


Items of equipment 


Equipment not specifically | 
Airfreme 

Landing-gear struts 

W heels, brakes, tires, tubes 

Actuators, hydraulic 

Pumps and valves 

Extinguishers, fire, integral 

Mountings and rack assembly (unstabilized 
Oxygen equipment (breathing oxygen 
Tanks, fuel, external 

Radomes 

Domes, navigation é 

Electrical equipment, minor 

Electrical power supply equipment, 
Starters, electrical 

Starters, nonelectrical 

Propulsion systems 

JATO units 


lsewhere in this attachment 


AM Kee 


ct atalatal stat at tetas 
“4 


nAHH 


MA 
~ 
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Categories 


n system 


s of equipment 


es, constant speed 
ince system (airborne) 
iance system (ground) 
ht-control system 
rht-control systems (when not an integral part of bombing and 
svigational or fire-control system) 
bing and/or navigational systems (including flight-control sys 
s when an integral part thereof) : 
e-contro]l system (including flight-control systems when an inte- 
ral part thereof 
Mountings, stabilized 
smera-control systems (excluding cameras) 
Cameras, primary mission 
Cameras other than primary mission 
Instruments, navigation, flight, and engine 
sdio and radar identification equipment 
Radio and radar navigation equipment (when not an integral part of 
, bombing system 
Radio and radar auxiliary and tie-in equipment 
Radio communications equipment 
nterphone equipment 
nflight refueling 
ety belts, harnesses 
inance equipment 
Special weapons equipment 
Bomb racks, shackles 
ECM (group A 
Packaging ! 
ols, special ! 
Support equipment, peculiar ! 
Ground-handling equipment, peculiar ! 
lest equipment, special ! 
Simulators, flight 
MTU’s 
briftmeters 
xtants 
ECM (group B) 
Flak curtains 
Headsets and microphones 
Bomb hoists, slings, and access equipment 
Cargo tiedown equipment, nonintegral 
Mooring kits 
Litters and accessory kits_- : 
Pyrotechnic pistols, flare signals 
Axes and knives, emergency. 
Life rafts, stowed 
First aid kits 
Survival kits . ; 
Oxygen equipment, portable (breathing) 
rest equipment, airborne_-... 
Radio equipment, portable 
Spares and spare parts, airborne, for inflight maintenance 
Crystal units, alternate. 
GCA units, ground... 
ILS units, ground 
'rucks or trailers, servicing 
lrucks and equipment, crash 
Ground handling equipment, common 
Tools, common . 
Test equipment, common 
Photographie ground support equipment 
Personal equipment 
Issue items not specifically listea elsewhere in this attachment_. 


Aw 
mA 


nA 


AKAKAMAA 


x 
X 
X 
xX 
xX 
x 
x 
x 
xX 
xX 
xX 
x 
xX 
xX 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 


! Will be procured in same manner as the item to which they apply. 


Note.—Column a= Piloted aircraft. 
Column b= Pilotless aircraft and guided air rockets. 
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(Reference, military procurement hearings, Apr. 2, 1954) 


Summary—AF local purchase listing by property class 


Title Local pur- 
| chase items 


Antifriction bearings 

Lubricants, compounds, gases 

Dopes, paints, cleaning compounds 

Commercial electrical equipment and 

Commercial electrical supplies 

Electrical terminals and boards 

Electrical connectors and parts 

Electrical wire and cable. 

Lamps and fuses 

Photographic supplies 

Shop machinery, accessories 

Hand tools, nonpowered 

Metals, ferrous and nonferrous 

Composition materials. - 

Chemicals 

Office equipment and parts 

Office supplies 

Commercial hard ware 

Printing, binding equipment and parts " 

Heating, ventilating, plumbing equipment and parts 
Musical instruments 

Athletic and recreation equipment and supplies 
Timekeeping, navigational computing 

Furniture and fixtures 

Furnishings 

Packaging materials 

Engines (nonaircraft) and parts 

Engine electrical systems and parts 

Engine fuel systems and parts 

Engine air and oil filters and parts 

Engine cooling and exhaust systems 

Vehicular cab, body, frame, and parts 

Vehicular power transmissions 

Vehicular brake, steering, and parts 

Vehicular accessories and parts 

Special-purpose fuel servicing and parts 
Special-purpose vehicular fire equipment and parts 
Miscellaneous special-purpose equipment 
Special-purpose crane, construction, road equipment 
Building materials ec . ee 
Laundry and dry-cleaning equipment i Pending 
Forage and seed due Pending 
Animal equipment and supplies wee 4 antdeie | 15 
Agricultural equipment, implements-. 


l, 





Examples of items procured locally, by property class 


04+-D ANTIFRICTION BEARINGS 


Part No. | Stock No. 


81D7 FT_.| Bearing, ball, Fafnir_--- aad .| 3400-300013 
R35136461 .| Bearing, ball, New Departure __---- ee 3400-300079 
A4___......| Bearing, ball, Kinner --. -- ; | 3400-300097 
L57 Bearing, ball, Norma-Hoffman | 3400-300192 
FLB175...| Bearing, ball, SKF___.__-- aihimatiaaadiidite .-----| 3400-306325 
T101 ..| Bearing, roller, Timken - .- is oa | 3400-511131 
D211 Bearing, roller, Rollway Scastuis : 3400-511143 
1305Y8....| Race and roller___- 

WS81724_...| Retainer and roller a ; amelie ....--| 3400-539030 
LAK 3-4..| Housing assembly, Fafnir- 
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Examples of items procured locally, by property class—Continued 


06-B LUBRICANTS, FUELS, GASES 


Part No. 


Raisin =— 
| 


Name Stock No. 


nnn I I et ee te eee 7500-015000 

| Air, compressed, Water pumped..._.....-- eel 4 7500-015100 

| Cap, safety, brass - ye - . : 7500-033900 
Charcoal, briquets * t : soviet tall 7500-039500 
Chlorine, liquid J : : 7500-042! 
Gas, freon for refrigeration . 7 ; ‘ — 7500-156200 
Gasoline, auto, octane rating 70 5 se ms 7500-164450-25 
Grease, lubricant, clutch plate = = ..| 7500-338100 
Kerosene : " 7500-396000 
Oil, lubricating, low temperature ___.__.- 7500-624100 


07 DOPES, PAINTS, CLEANING COMPOUNDS 


Acetane, volatile liquid Nines ; 7300-000700 
Adhesive, decal—to glass... . as 7300004400 
Cement, vulcanizing é 7300-042080 
Color, photo-print, in oil ai 7300-075000 
Compound, sealing, polystyrene Ja tabit i J 7300-242450 
Cream, hand al : 7300-268200 
Dye, red, Hollingshead or equal j 300-384050 
Enamel, glass, 5-gallon can, brown ; : ; 7300-414006 
Enamel, synthetic (all colors) - _. ou —_ 7300427340, etc. 
Paste, gasket cece ; : . 7300-744450 


08 COMMERCIAL ELECTRICAL EQUIPMENT 


Ammeter, switchboard _. oa 7700-001623 
Buzzer, double 7700-073350 
Cable, guy, 35 feet 7700-090000 
Chain, 12-foot, portable floods 7700- 136500 
Drum, air traffic control 7700-307 400 
Lampholder, light extension ; 7700-523+ 
Lens, indicator, amber 7700-55 

Lens, plastic, clear 7700-! 

Light, indicator, red lens 7700-! 
Motor, electric, AC, 1 horsepower 7700-57 2864-7 


08-B COMMERCIAL ELECTRICAL SUPPLIES 


Arrester, lightning - - - 8800008500 
Ballast, lamp for fluorescent 8800010500 
Box, connector, electrical 8800-038 160 
Cap, conductor _.| 8800-118205 
Cloth, insulating 8800-158000 
Link, fuse, 10-ampere cutout 8800-530600 
Switch, pushbutton a 8800-8 16794-75 
Switch, rotary selection. - ‘ _— . 8800-821200 
Terminal, smooth case - - 8800-876115 
Tube, photoelectric. -- . i ‘ 8800-908243 


08-C ELECTRICAL TERMINALS AND BOARDS 


Terminal board, 5 double screw terminal 8880-500521 
Terminal board, 5 single screw - - s 8880-500554 
Terminal board, 10 solder stud ; 8880-501077 
| Terminal board, 30 solder stud _.| 8880-03077 
Terminal, lug tongue end barrel 8880-735000 
Terminal, lug round end hole style... -.-- neahaneh | 8880-749000 
Terminal, stud solder connection 8880-890000 


0s-E ELECTRICAL CONNECTORS 


|} Connector, receptacle, 4R D female 

| Connector, receptacle, 10RD male 

| Connector, receptacle, 11RD female : 7 

| Connector, receptacle, 12 round male - 8850-581520 
} Connector, receptacle, 14RD male... | 8850-585351 
| { 
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Examples of items procured locally, by property class—Continued 
08-F ELECTRICAL WIRE AND CABLE 


Name Stock No. 





, power, electric, copper conduct 

, power, electric, fibrous cover... _-. 

, power, electric, rubber, lead jacket 

, Special purpose, 10 strands ; 

, Special purpose, 22 AWG tinned copper 


ss 8-G-~- LAMPS AND FUSES 


Fuse, cartridge, inst., glass body 8870-112000 
Fuse, link, knife blade cartridge 7 8870-272000 
Fuseholder, black, 1 cartridge fuse 8870-330000 
Lamp, incandenscent, T bulb__-- 70-932000 


10-C PHOTOGRAPHIC SUPPLIES _ 


Album, photoprint-_. 7400-006100 
Can, film strip 7400-118000 
Cement, film splicing 7400-144520 
Film, photo motion picture 35 mm 7400-275904 
| Paper, sensitized, positive___. 5 7400-598101 


17-A SHOP MACHINERY AND PARTS (80 PERCENT LOCAL PURCHASE) 


+ uuieatiieneetiatanadion 


| Owl, sewing auto, flat chisel 
Blade, saw, band bs deal . -| 8100-115735 
| Chuck, 9/32 to 5/8 valve refacing 8100-175385 
Hone, cylinder, portable = manana ae 8100-413201 
Mandrel, die cast “é 8100498922 
Stone, polishing, for hone ‘ 8100-834112 


17-B HAND TOOLS (98 PERCENT LOCAL PURCHASE) 


| Adapter, wrench, square drive setae bla — .| 7900-000939 
Cutter, keyseat hi speed nicaagid liana .| 7900-126440 
File, mill, single cut tia . - -| 7900-297610 
Reamer, taper pin, hi speed oa a ‘“ 7900628890 
Screwdriver, cabinet... huusiteteGuccn esos ings Nisiatanaie ann copes cnt 


23-A METALS, FERROUS, NONFERROUS 


Aluminum, wire rivet comp ‘ 6800-023000 
Alum alloy, wire 6800-184250 
Steel, beam, structural 6800-396950 
Steel, wire spring, cold-drawn. . 6800-8 11600 


23-B COMPOSITION MATERIALS 


Cellophane, heavy, red é ehicw 7000-034815 
Fiber, rod, hard vulcanized anne —_ ae , | 7000-145000 
| Phenolic, compound, molding . 7000-354000 
Plastic, sheet, acrylate a .-...---.| 7000-795000 





24 CHEMICALS 


| 
Albumen, egg white, crystal a ‘ : : s 8500-089965 
| Aluminum oxide, tech grade, 100-pound- aera Fa ae 8500-119700 
| Insecticide, powder, louse . | 8500-626125 
| Naphthalene, tech, flakes, l-pound. -_...........-...--- ...| 8500-626125 
| Silica—Desiccant - ‘ Sites nani ...--.---| 8500-776100 
25-A OFFICE EQUIPMENT AND PARTS (10¢PERCENT LOCAL PURCHASE) 
| Adding and subtracting machine____--_- ake Mthise 8600-000387 
| Address plate machine i = ‘i 3 a _......| 8600-000950 
| Caleulating machine . - Suess Sabie 8600-159394 
Cash register, electric ts tires ins ; ' 8600-191520 
Recorder, sound, dictating SS = : So dees 8600-619100 
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Examples of items procured locally, by property class—Continued 


25-B OFFICE SUPPLIES (100-PERCENT LOCAL PURCHASE 


Name Stock No. 


Pen, fountain, desk or pocket - 7 | 8700-527065 
Paper, printing . | 8700-486375 
Card, catalog guide . 4 ; 8700-160165 
| Paper, carbon, billing machine ‘ : 8700-480215 
Signal, visible file, celluloid ss ae ae sia caenaeoe .| 8700-748101 


22 COMMERCIAL HARDWARE 


Adapter, female and male part 

Button, plug, brass 

Nut, wing, steel 

Pulley, awning eee nae ; ‘ a ‘ 

Rivet, threaded, 2-piece, aluminum jcnpadhinente fae 6700-571681 
| 


33-A PRINTING, BINDING EQUIPMENT AND PARTS 


| Drill, paper, hollow steel a4 this 3700-155000 
| Furniture, type, form lockup-. ca Se payee id 3700-270035 
| Offset blanket, rubber, litho. .—- ‘ ss 3700-579700 
Type, printing, segment channel coeur a ‘ ae 3700-896920 
Stick, composing, job, steel Shcudutide : .....-| 3700-854000 


34B HEATING, VENTILATING PLUMBING 


jag, water, canvas, 36-gallon. oF 3850-003850 
Bend, pipe, return a is 3850-006 100 
Bushing, pipe, cast iron... [ 3850-021050 
Elbow, pipe, iron. _- he 3850-203000 
Pipe, standard thread, galvanized._._-.-.-- ane = 3850-565000 


36 MUSICAL INSTRUMENTS (100 PERCENT LOCAL PURCHASE) 


Accordion... i wr és “ 6710000610 
Bow, violin... . = : d 6710-073100 
Bugle, key of G ba 6710-078600 
| Case, trombone. _.-. ....--| 6710-182300 
| Saxophone, E-flat____.-- — : 6710-735200 


ATHLETIC AND RECREATION EQUIPMENT (100 PERCENT LOCAL PURCHASE) 


Softball, 12-inch a ; ; 7860-754000 
| Bat, softball stn trail . dai a , idase 7860-044100 
| Horseshoe, pitching. Luktpagiene a 7860-303000 
| Table, tennis, green. .---. ea ae tecaianic ein nia 7860-801000 


38 TIMEKEEPING, NAVIGATION COMPUTING 


| Dial, clock, brass__.........-..- doatatts 5a tage 8T F X-31524 
Counter, mechanical. ‘ seen . suawut 8TV R-A114124 
Sight telescope, brass... Sa aed ; ait Rint 8T W D-6061 
Periscope, terrestrial, brass_.........-..--- = rn 8T W D-97-5503 


40-A FURNITURE AND FIXTURES 


Rack, metal 36 x 12 x 48 inches. _-.- teak dubs staat 3500-609450 
Shelf, steel, storage_. ini an 2st 
Dispenser, paper towel... _...-- ii ad sate _..| 3500-286400 
Mirror, plate glass 3500-450415 


40-B FURNISHINGS 
Mat floor, cocoa ie 7 . na 3550-501000 


Paper, toilet ; ere ‘ ‘ | 3550-634000 
Pillow, bed, cotton 4 ‘ " 2 3550-637500 
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Bramples of items procured locally, by property class—Continued 


43 PACKAGING MATERIALS 


Stock No 


6750-00987 

--| 6750-004750 

| 6750-012500 

6750-201559 

51I-A ENGINES (NONAIRCRAFT) AND PARTS 


, pistor . 6ABC-AAF 7700 
imp assembly, oil 6A BC-5895 
“al, oil, type A ‘ ‘ 6A BS-99515 
Gasket, water pum] ‘ : a 6ACM-D600K 226 


ENGINE ELECTRICAL SYSTEM AND PC 


g, generator, starter___. _ 6HEA-MAJ 101 
hine, type H4 Msg_. ; 6HH V-47409D 
| Gasket, spark plug hs J | 6H LG-R L360 
Cap, electric, Willys, laundry V ; ....-.| |HWE-X5672 


ENGINE FUEL SYSTEMS 


| 

| 6ZAA-189000 
6ZA C-1521182 
6ZAC-855763 
6ZBP-P18921 


AIR AND OIL EXHAUST 


63 A A-001009 
6JAR-AFRI6N 
6JCQ-ACL1062 
6J P P-18529 


ENGINE COOLING 


6Z A A-283000 

: | 6ZAC-153815 

Jet, metering adjustment ; | 6Z BP-P 15384 
tepair kit, U-O carburetor ‘ 6Z A A-707400 


§2-A VEHICULAR CAB, BODY AND PARTS 


A mimeter ibly, Towmotor Fork. i 5AAA~-O00915 
Hand ssembly, door lock 5A E B-565643 


§2-B VEHICULAR POWER TRANSMISSION 


Joint, universal drive 2 5 BA Y-218618 
Facing plate, clutch 5BBB-4397 

Seal, dust = ..| 5BC Y-96092 
Shim, rear axle differential 5BHV-5274814 


52-C VEHICULAR BRAKE 
Wick, piston ; ee ' Waa | 5CBP-BK13825 
Washer, diaphragm | 5CBP-375685 
Ring, air supply valve : .| 5CBW-232066 
Lock, valve ac : | 5CFB-8E6518 
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Examples of items procured locally, by property class—Continued 


52-D VEHICULAR ACCESSORIES 


Name Stock No. 


Chains, tire 6.50 x 16 a ~< 5D A A-070000 
Horn, dual, air '. 5D A A-200000 
| Mirror assembly 5D AA-400100 
| Spotlight, incom S 5DAA-680010 


§2-E SPECIAL PURPOSE FUEL SERV 


Strainer, emergency valve-..---- ee es ‘ 5E BM-1T4357 
Calibrator, meter Slediuatinietea aonmenin ae 5E BZ-15F 19 
Gear, shaft. . < | 5E BZ-1521 
Pipe assembly ee J “a puma eee 5EHC-58B138 


52-F SPECIAL PURPOSE FIRE EQUIP 


Pump, centrifugal... ieee ciiainedaciamadion — 5FAA-701350 
| Strainer, water ‘ oe é‘ wes 5F A A-702000 
Siphon, water--. ; , ‘ vtigmatigi ; | 5FAA-702175 


§2-H SPECIAL PURPOSE CRANE 


| Hook, cable 5HAQ-62 
| Elbow, frame tube 5HBW-20102 
Connector ‘ 5HGE-S P7002 


59 BUILDING MATERIALS 
| 
Aluminum sheet, corrugated | 6950-002000 
} Cement, sealing 6950-055640 
| Door, sereen 6950-076195 
Flashing, roof 6950-128500 


66 LAUNDRY, DRY CLEANING 


Washboard, household 6930—905000 


| Crock, earthenware 6930-093000 
} Pad, laundry, marking 6930-601000 


67 FORAGE AND SEED 
All seed 


69 ANIMAL EQUIPMENT AND SUPPLIES 


Chain, dog . 7890-099900 
Collar, dog 7890—105500 
| Comb, dog 7890-108000 
Pack, cotton duck 7890-—560000 


70 AGRICULTURAL EQUIPMENT AND IMPLEMENTS 


110000 
250000 
419100 
423000 


Blade, scythe 
| Digger, posthole 
| Handle, hoe 
Hoe, garden 


ee 
> 


~~~] 
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APPENDIX 4 


DEPARTMENT OF THE AtIR Force, 
Washington, May 5, 1954. 


Hon. Homer Fereuson, 
Chairman, Subcommittee on Military Procurement, 
Select Committee on Small Business, 
United States Senate. 

Dear Mr. CHAIRMAN: I am pleased to furnish you the information requested 
by you during the hearings conducted by your Subcommittee on Military Pro- 
curement concerning the procedures to be followed by small-business organiza- 
tions interested in the Air Force research and development program. 

Small-business organizations contacting your office with a view toward making 
a contribution to the Air Force research and development program should be 
directed to address themselves to the Contractor Relations Office, Directorate of 
procurement, Headquarters, ARDC, Sun Building, Baltimore, Md. After this is 
done, the following procedures are carried out. 

1. Upon contacting the Conractor Relations Office and expressing the intent 
to become qualified as a research and development source, the potential con- 
tractor is screened. The initial screening by ARDC personnel is designed to 
qualify the contractor as to engineering capability and determine his research 
and development fields of interest. 

2. If it appears during the screening interview that a genuine in-being engineer- 
ing capability exists, the potential contractor completes the form Information 
for Listing as Source for Air Force Research and Development. 

3. When the source form is completed, all available information such as de- 
scriptive brochures, previous contracting record, and past research and develop- 
ment experience, is evaluated to determine the level of qualifications. 

4. If evaluation shows that the small-business organization is qualified to 
undertake Air Force research and development work, arrangements are made to 
introduce the contractor to interested technical specialists in his field within 
the Air Research and Development Command. 

5. Should the research and development specialty of the potential small- 
business contractor require him to make visits to the ARDC centers, Contractor 
Relations Office at headquarters (Baltimore) notifies proper personnel at that 
center. 

6. Complete information relative to the contractor’s qualifications as a source 
for Air Force research and development is entered into the ARDC headquarters 
source records for future reference. 

7. All purchase requests are processed through this Contractor Relations Office 
at Baltimore for recommendations as to sources. 

8. If later the contractor proves not to have a competitive engineering capa- 
bility, he is dropped from the qualified source records at the research and 
development headquarters and at each center. 

The enclosure provides research and development fields in which the Air 
Force has a continuing interest which I hope will be useful to you. 

It is a pleasure to be of service to you. 

Sincerely yours, 
Jor W. KELty, 
Brigadier General, USAF, Director, Legislative Liaison 


INFORMATION FOR LisTING AS Source ror AtR Force RESEARCH AND DEVELOPMENT 
PART I 


Here are the research and development fields in which the Air Force Air 
Research and Development Command has a continuing interest. In addition to 
providing the information requested in part II of this form, you should place 
the appropriate symbol in the space provided as indicated. 


P—Prime Government contract. 
S—Subcontract on Government prime. 
AF—Air Force. 

N—Navy. 

A—Army. 

O—Other Government agency. 
R—Research. 

D—Development. 
X—Non-Government experience. 
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Examples: You have had a prime contract with the Air Force for research 
on a problem in design of guided missiles. Place the symbols “PAFR” in the 
space provided next to 9. Design under “Guided missiles.” 

[if you had done this work under auspices other than a Government agency 
you would place the symbol “X” in the space provided. 


GUIDED MISSILES POWERPLANTS—JET AND TURBINE 


. Guidance and control 
Handling-launching 
Propulsion. 

4. Aerodynamics 

. Warheads 
Auxiliary equipment 
Structures 

8. Performance 

. Design 

. Operation 

. Testing 


_._.. AERODYNAMICS 


Stability and control 

. Performance 

3. Control surfaces 
Internal flow 
Boundary layer 

. Airfoils 

. Parasitic components 
Aerodynamic loads 

. Fluid mechanics 

. Thermodynamics 


._.. ELECTRONICS 


Communications 
Radar 
Navigational aids 
Static, interference 
Landing aids 
Electronic controls 
. Television 
. Blectronic 
. Antennas 
Components 
Testing 
Electronic theory 
3. Telemetering 
Sonar 


POWERPLANTS—ROCKET 


. Cooling 
Control 
Ignition 

. Exhaust nozzles 

5. Combustion 
Propellant system 
Accessories 

8. Combustion chambers 
Installation 


. Cooling 
Induction system 


3. Compressors 


Combustion 
Ignition 
Exhaust system 
. Vibration 
.. Fuel system 


. Lubrication 


Accessories 
Control 
Combustion chambers 


3. Turbines 


Components 
Installation 
Performance 
Testing 

. Design 

. Operation 
Comparative studies 

. Compounding 


POWERPLANTS—RECIPROCATING 


Cooling 
Induction 
Supercharging 
Combustion 
gnition 
Exhaust system 

. Fuel system 

. Lubrication 
Accessories 

. Control 

. Components 
Installation 
Performance 
Testing 
Design 
Operation 


AIRCRAFT STRUCTURES 


. Loads 

. Theory 

. Design 

. Testing 
Weight and balance 
Stress analysis 

. Structural tests 

. Aeroelasticity 


Perf ---- MATERIALS—NONMETALLIO 
erformance 


. Testing ---. 1. Ceramics 
Design wana 2 Piastics 
3. Operation -... 3. Rubber 
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---- MATERIALS—-NON METALLIC— 


continued 


Wood 

Leather and textiles 
Adhesives and sealants 
Paints 

Miscellaneous materials 
Sandwich materials 
Testing 


._. INSTRUMENTS 


Engine instruments 
Flight instruments 
Navigation instruments 
Indicators 

Timers 

Flight test instruments 
Accessory instruments 
Testing, calibration 
Automatic flight control 
Installation 

Operation 


ATRPLANE DESIGN 


Preliminary design 
Wing group 

Tail group 

Body group 
Landing gear 
Cockpit 

Research aircraft 
Historical airplanes 


~_-- PROPELLERS 


Aerodynamics 
Control 
Components 
Ice control 
Installation 
Performance 
Testing 
Design 


. Operation 


FUELS AND LUBRICANTS 


Solid fuels 

Liquid fuels 
Gaseous fuels 

Solid lubricants 
Liquid lubricants 
Solid propellents 
Fluid propellents 
Analysis, testing 
Production 

Storage, distribution 


Standards and specifications 


Hydraulic fluids 
_... FLIGHT TESTING 


Specifications 


. Methods 


Instrumentation 


_ 


' 
> Ol we OO bo 


m1 
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---- FLIGHT TESTING—Ccontinued 
_... 4. Data evaluation 
.. 5. Propulsion group 
_._. 6. Equipment 
_... 7. Miscellaneous testing 
i 8. Flight tests of specific aircraft 
... MACHINE ELEMENTS 
1. Fastenings 
2. Bearings 
3. Transmissions 
_. 4. Drives, clutches 
__.. 5. Gears, Cams 
6. Mechanisms 
7. Springs 
.. FLIGHT SAFETY 
_ 1. Accident prevention 
_ 2. Accident investigation 
_ 3. Aircraft fires 
4. Bail out 
_.. 5. Forced landings 
ss 6. Survival, rescue 





~-— ELECTRICAL EQUIPMENT 


Generating equipment 
Converters 

Motors, actuators 
Control, protective 
Distribution equipment 


. Lighting 


Heating 
Batteries, storage 
Testing 
Operation 


_._._.. WIND TUNNELS 


Design 

Calibration 
Instrumentation 

Testing 

Operation 

Models 

Data evaluation 

Tests of specific aircraft 


---. MEDICINE 


Anatomy 
Physiology 
Pathology 

Hygiene, sanitation 


. Anesthesiology 


Roentgenology 


. Dermatology 


Syphilology 


. Otolaryngology 
. Ophthalmology 


Urology 
Neurology, psychiatry 


3. Orthopedic surgery 
. General surgery 
. Gynecology, obstetrics 
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MEDICINE—Ccontinued 


3}. Pediatrics 
. General medicine 
3. Dentistry 
. Nursing 
Pharmacology 
. Veterinary medicine 


HYDRAULIC-PNEUMATIC EQUIPMENT 


. Hydraulic systems 

2. Pneumatic systems 

3. Power sources 

. Distribution, equipment 

. Actuators, motors 

3. Controls 

7. Components 

. Testing 

. Operation 

ORDNANCE AND ARMAMENT 


Ammunition 
_ 2. Guns 
3. Handling 
Fire control 
. Armor 
3. Explosives 
. Bombs 
Bombing systems 
tockets, launchers 
. Ballistics 
. Gun mounts, turrets 
. Testing 
}. Ammo feed systems 


--~.{ COMFORTIZATION 


. Air conditioning 
Oxygen systems 
Noise, vibration 
Furnishings 

Interior layout 
Lighting 

. Protective equipment 


eek 


te Cor 


---.~ MILITARY OPERATIONS 


. Organization 
. Administration 
3. Personnel, training 
. Intelligence 
. Logistics 
. Strategy, tactics 
. Operations 
. Defense 


---. PHOTOGRAPHY 


_ 


. Aerial photography 
Special photography 
Still cameras 

. Motion-picture cameras 
Sensitized materials 
Processing 

Accessory equipment 


SIO Ol 
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---- NAVIGATION 


. Theory 


Dead reckoning 


3. Pilotage 


. Celestial navigation 
. Electronic navigation 


Special methods 


. Maps and charts 
. Instruments 


----— METEOROLOGY 


. Practical meteorology 
2. Atmosphere structure 


Upper air 


. Radiation, temperature 
5. Winds 

. Aqueous vapor 

. Hydrometers 


. Climatology 


Various phenomena 
Instruments 


FLIGHT OPERATING PROGRAMS 


. Icing 


. Handling, storage 


In-flight refueling 


. High-speed flight 


High-altitude flight 


. Piloting technique 


. Cruise control 


. Weather hazards 
. Climatization 


Aviation sanitation 


. Aircraft maintenance 


. ROTATING ‘WING AIRCRAFT 


. Stability, control 


~ 


t 


Oo 


COND OV 


. Control systems 
. Rotor design 

. Airframe 

. Drive system 

. Testing 


Design 


. Operation 


-~~~GLIDERS 


. Aerodynamics 
2. Airframe 
. Launching, handling 


. Operation 


5. Design 


---- PRODUCTION 


. Site selection 


~ 


Ot mm Cob 


oO 


. Plant layout 

. Plant operation 

. Materials procurement 
. Materials handling 

. Production engineering 
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PRODUCTION—Continued 


Tooling 

Processing 

Assembly 

Modification 

. Quality control 
Packaging engineering 


INDUSTRIAL RELATIONS 
Employment 


Labor relations 
Job evaluation 


4. Wage and salary 


Benefits 
Personnel services 


__~. AIRPORTS, AIRWAYS 


Planning 

Design, construction 
Seaplane bases 
Facilities 

Lighting 


3. Traffic control 


Landing aids 
. Operation 


9. Maintenance 


Airways 
___. LIGHTER-THAN-AIR 


. Aerostatics 
Aerodynamics 
Airships 
Balloons 


5. Handling 


Operation 
Testing 


ATR TRANSPORTATION 


Scheduled carriers 
Nonscheduled carriers 


3. Cargo 
. Airmail 


International operations 
Miscellaneous operations 
Economies 

Maintenance 

Personal flying 


.. ATOMIO ENERGY 


Ni CODD 
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~--- ENGINEERING PRACTICES 


Drafting, lofting 
Reproduction 
Records 


. Computers 


Standardization 


-— RESEARCH FACILITIES 


Design 
Laboratory equipment 


3. Techniques 


Operation 
Data evaluation 
Research administration 


~~. CHEMISTRY 


Inorganic chemistry 


. Organic chemistry 


Analytical chemistry 
Physical chemistry 
Biochemistry 


GEOPHYSICAL SCIENCES 


. Cartography 
2. Mineralogy 


yeomorphology 
Oceanography 
Seismology 
Structural geology 
Geopolitics 
Paleontology 


---- MATHEMATICS 


Algebra 


. Theory of numbers 
3. Theory of equations 
. Theory of functions 


Calculus 


. Finite differences 


Infinite series 


. Geometry 
. Trigonometry 


Statistics 
Probability 


2. Arithmetic 


---~ METALLURGY 


Structural metallurgy 


Mining 


sini . Atomic structure 

-... 2. Fission 

_._. 8. Fission products 

--.. 4. Radioactivity 

_.__._ 5. Isotope separation 

_._. 6. Reactors 

---. 7. Instruments 

__.. 8. Techniques 

..-- 9. Health and safety 
_._._10. Aeronautical appliances. 
_.--11. Nonaeronautical appliances 


. Preparation 

. Refining, reduction 
5. Preliminary working 

. Iron and alloys 

. Aluminum, alloys 

. Magnesium, alloys 

Nickel, alloys 

. Copper, alloys 

. Lead, alloys 

. Precious metals 

. Miscellaneous metals, alloys 
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CHEMICAL WARFARE EQUIPMENT PSYCHOLOGY continued 


War gases 2. Psycho-physiology 
Screenings, signaling . Experimental psychology 
Incendiaries Clinical psychology 
Flamethrowers 5. Psychometrics 
Protective equipment 3. Social psychology 
Neutralizing equipment 

Decontamination equipment ARTS AND SCIENCES 


Anthropology 
. Astronomy 
Molecular theory 3. Documentation 
Solid mechanics . Library science 
Thermodynamics vo. Economics 
Electricity, magnetism 3. History 
Radiation . Philosophy 

.. Political science 

_... PSYCHOLOGY J. Sociology 

. Languages literature 

Industrial psychology _11. Religion 


PHYSICS 


PART II 


In addition to completing the check sheet (pt. I) for research and development 
fields, you should supply, in any form you desire, the information indicated 
n the following outline. If this information is included in your company bro- 


chure, then only the brochure, and part I, need be submitted. 
1. Organizational information 
1. Name of organization. 
2. Address, 
3. Name of person to contact in connection with research and development 
contracts. 
4. Type of organization (corporation, partnership, proprietorship, educa- 
tional, prefit or nonprofit institution). 
5. State in which incorporated, if incorporated. 
6. Parent organization and/or subsidiaries, if applicable. 
7. Total number of employees : 
(a) Research scientists. 
(b) Development engineers. 
(c) Other technical personnel. 
B. Personnel 
1. Names and brief biographical sketches of each of leading research and 
development personnel who might be principal investigators for an Air Force 
research and development contract. 
(a) Educational background. 
(0) Work history. 
(c) Books or papers published. 
(d) Patents. 
(e) Current fields of activity. 
C. Facilities 
A brief description of laboratory equipment and other facilties pertinent 
to research and development activities. Indicate whether your facilities have 
been inspected or examined by Air Procurement District, Development Field 
Office, or other Air Force personnel concerned with evaluation for research and 
development purposes, 
b. Experience 
Detailed information on your work in the fields checked in part I which you 
feel should be ineluded. This is important, particularly on current projects. 
kL. Descriptive brochure, if available 
Return forms and attendant information to: Commander, Headquarters, Air 
Research and Development Command, Post Office Box 1395. Attention: Pro- 
curement Sources Section, Contractor Relations Branch, RDMPE-4R, Baliti- 
more 3, Md. 
46619—54 34 












































































































































































































































































































































Appointed by Hearquarters, Department of the Army 

J. W. Ask 

ness specialist, Office, Assistant Chief of Staff, G-4, 

Room 3C367 Pentagon, Washington 25, D. C 
Col. Malcolm O. Troup, small-business special- 

ist, U. 8S. Military Academy, West Point, N. Y 

Clarence H. Tanner, small-business specialist, 
Armed Forces special weapons project, Sandia 
Base, P. O. Box 5100, Albuquerque, N. Mex. 


Lt 


Appointed by the Chief of Ordnance: } 
, Senior small-business special- 
ist, Office of the Chief of Ordnance, Room 2E407 | 


George L. Noble, Jr 
Pentagon, Washington 25, D. C. 

Birmingham Ordnance District, 2120 N. 7th Ave., 
Birmingham, Ala 

Redstone Arsenal, Huntsville, Ala 

Benicia Arsenal, Benicia, Calif 

San Francisco Ordnance District, P 
1515 Cley St., Oakland 12, Calif 

Los Angeles Ordnance District, 55S. Grand Avenue, 
Pasadena 2, Calif 

Chicago Ordnince District, 209 W 
Chicago 6, Ill. 

Ordnance Ammunition Center, Joliet, Il.-. 

Rock Island Arsenal, Rock Island, Il 

Boston Ordnance District, Boston 
Boston 10, Mass. 

Springfield Armory, Springfield 1, Mass 

Springfield Ordnance District, Springfield Armory, 
Springfield 1, Mass 

Watertown Arsenal, Watertown 72, Mass 

Detroit Ordnance District, 574 E. Woodbridge St., 
Detroit 31, Mich. 


O. Box 1829, 
Jackson Blvd., 


Army Base, 


ns, Department of the Army small-busi- 


APPENDIx 5 


Ordnance Tank Automotive Center, 1501 Beard St., 


Detroit 9, Mich. 


St. Louis Ordnance District, 1016 Olive St., St. 
Louis, Mo. 

Picatinny Arsenal, Dover, N. J. fi 

Raritan Arsenal, Metuchen, N. J.__-.- ~ ; 

New York Ordnance District, 180 Varick St., New 


York 14, N. Y. 

Rochester Ordnance District, Sibley 
Rochester 4, N. Y. 

Watervliet Arsenal, Watervliet, N. Y 


Tower Bldg., 


Cincinnati Ordnance District, Big Four Bldg., 
Cincinnati 2, Ohio. 
Cleveland Ordnance District, 1367 E. Sixth St., 


Cleveland 14, Ohio. 
Rossford Ordnance Depot, Toledo 1, Ohio 
Frankford Arsenal, Bridesburg Station, 
phia 37, Pa 
Philadelphia Ordnance District, 1500 Chestnut St., 
Philadelphia 2, Pa. 
Pittsburgh Ordnance 
Pittsburgh 22, Pa. 


Philadel- 


District, 200 Fourth Ave., 


Appointed by the Quartermaster General 


DeForest Anthony, senior small-business specialist, 


Office of the Quartermaster General, Room 2602, | 


rempo A Bldg., Washington 25, D. C. 

Los Angeles Quartermaster Market Center, P. O. 
Box 1438 Del Valle Station, 1206 Santee St., Los 
Angeles, Calif 

Sharpe General Depot, Lathrop, Calif 

Mira Lorna Quartermaster Depot, 
Calif. 

Oakland Quartermaster Market Center, 124 Grand 
Ave., Oakland 12, Calif. 

Denver Quartermaster Market Center, 187 Denargo 
Market, Food Temple Bldg., Denver 5, Colo. 

Atlanta General Depot, Atlanta 4, Ga 

Chicago Quartermaster Depot, 1819 W. 
Rd., Chicago 9, Ill. 


Pershing 


Mira Lorna, 


Headquarters Quartermaster Market Center Sys- | 


tem, 226 W. Jackson Blvd. Chicago 6, Il. 
Jeffersonville Quartermaster Depot, 1201 E. 10th 
St., Jeffersonville, Ind 


Num- 
ber 
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Civilian or 
military 


GS-14... 


Lieutenant 
colonel. 
GS-10 


GS8-15...-.- 


GE-Eh a... ca 


GS-11 
GS-13 
GS-12 


Captain... 


i ovsens 
GS-13... 
GS-13... 
GS-13 


GS-7 


GS-13_._-._- 
GS-12.._.. 
Gs-3 


1954 


Full | 


time 


List of the Army, Navy, and Air Force small-business specialists 


P 








| 


art time 


| 0-25 


4 


, 


AAA 


wm A 


MA KH Mee 


mw 


MK 


xX | 
x | 
xX 
x | 
x 
= 4 
| 
x 
3 
| 
aah 
aedoem | 
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26-50 | 51-75 
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List of the Army, Navy, and Air Force small-business specialists—Continued 


Part time 
Num-} Civilian or Full 
ber military time | 
26-50 | 51-75 


ted by the Quartermaster General—Continued 
New Orleans Quartermaster Market Centrr, Unit 3, 
3d Floor, See. A, New Orleans Port of Embarka- 
tion, New Orleans, La. 
New Y¢rk Quart: rmaster Purchasing Office, 111 E. 
16th St., New Ycrk 3, N. Y. 
New York Quartermaster Market Center, 
111 E. 16th St., New York 3, N. Y. 
Schenectady Gencral Depot, Schenectady, N. Y 
Columbus General Depot, Columbus 15, Ohio 
New Cumberland General Depot, New Cumber- 
land, Pa. 
Philadelphia Quartermaster Depot, 2800 S. 20th St., 
Philadelphia 45, Pa. 
Columbia Quartermaster Market Center, 1321 Lady 
St., Columbia 1, 8. C 
Memphis General Depot, Memphis 2, Tenn 
Fort Worth Quartermaster Market Center, Felix at 
Hemphill, Fort Worth, Tex 
San Antonio General Depot, 2100 N. New Braunfels, Gs 
San Antonio 8, Tex 
Utah General Depot, Ogden, Utah | GS 
Cameron Station, Alexandria, Va Gs-s 
Headquarters Quartermaster Training Command, Gs 
Fort Lee, Va. | 
Richmond Quartermaster Depot, Richmond 12, Va_| Major 
Richmond Quartermaster Market Center, North | Major 
Blvd. and Kelley Rd., Richmond, Va. 
Auburn General Depot, Auburn, Wash Captain_. 
Seattle Quartermaster Market Center, P. O. Box | GS-10 
225, Naval Supply Depot, Pier 91. 
Appointed by the Chief of Engineers | 
Darrell A. Dunn, senior small-business specialist, | GS-11... 
Office of the Chief of Engineers, Room 1104, Bldg. | 
[-7, Gravelly Point, Va. 
Los Angeles District, Corps of Engineers, P. O. Box 
17277, Foy Station, 751 S. Figueroa St., Los 
Angeles 17, Calif. 
San Francisco District, Corps of Engineers, 180 
New Montgomery St., San Francisco 19, Calif. 
Army Map Service, 6500 Brooks Lane, Washington 
25, D. C. 
South Atlantic Division, Corps of Engineers, 536 
Old Post Office Bldg., Atlanta 1, Ga. 
Chicago Procurement Office, Corps of Engineers, 
226 W. Jackson Blvd., Chicago 6, Il. 
Rock Island District, Corps of Engineers, Clock 
Tower Bidg., Rock Island, Il. 
Louisville District, Corps of Engineers, 630 W. 
Broadway, Louisville 1, Ky. 
New Orleans District, Corps of Engineers, foot of 
Pyrantia St., New Orleans 9, La. 
New England Division, Corps of Engineers, 857 
Commonwealth Ave., Boston 15, Mass 
Detroit District, Corps of Engineers, 65 Cadillac 
Sq., Detroit 26, Mich » 
St. Paul District, Corps of Engineers, 180 N. Kellog 
Blvd., St. Paul 1, Minn 
St. Louis District, Corps of Engineers, 420 Locust 
St., St. Louis 2, Mo 
Buffalo District, Corps of Engineers, Engineer 
Park, Buffalo 7, N. Y 
New York District, Corps of Engineers, 80 Lafay- 
ette St., New York 13, N. Y 
Portland District, Corps of Engineers, 628 Pittock 
Block, SW., Portland 5, Oreg. 
Philadelphia District, Corps of Engineers, City 
Centre Bldg., 121 N. Broad St., Philadelphia 
1, Pa. ‘ 
Pittsburgh District, Corps of Engineers, 925 New | 
Federal Bldg., Pittsburgh 19, Pa 
Fort Worth District, Corps of Engineers, 1127 Texas 
and Pacific Bldg., Fort Worth, Tex. 
The Engineer Center, Fort Belvoir, Va 
Seattle District, Corps of Engineers, 4735 E. Mar- 
ginal Way, Seattle 4, Wash. 
Milwaukee District, Corps of Engineers, 428 Fed- 
eral Bldg., Milwaukee 1, Wis. 


Ae ww Oe ae OR 


Me MAMA Ow 


re 
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List of the Army, Navy, and Air Force small-business specialists—Continued 


: : Part time 
Civilian or Full 
military time 


room 


ct gnal Corp 
t., Los Angeles 17 
cramento 1, Calif 
Supply Age 
icago 7, Il 
nl 
1al Depot, Lexington, Ky 
gnal Depot, 2800 Broening Hwy., 
Md 
-rocuremé fice, Signal Corps Sup- 
ncy, Watson Area, Fort Monmouth, N. J 
rk Regional Office, Signal Corps Supply 
cy, 70 E. 10th St., New York 3, N. Y 
il Corps Supply Agency, 225 8. 18th St., Phila- 
phia 3, Pa 
ymmunications System, 550 Federal Office 
Bldg., Seattle 4, Was! 
Appointed by the Surgeon Genera 
Capt. Robert O. Whitmore, senior small-business 
specialist, Office of the Surgeon General, Room 
1709, Main Navy |! g., 18th and Constitution 
Ave., Washington 25, D. C 
Armed Services Medical Procurement Agency, Lieutenant 
84 Sands St., Brooklyn 1, N. ¥ colonel 
Appointed by the Chief of Transportation 
Richard L. Pilcher, senior iall-business specialist, GS-12 
Office of the Chief of Tra tion, Room 2090A, 
Bldg. T-7, Gravelly Poin 
Headquarters, San Francisco Port of Embarkation, GS-9 
Procurement Division, Fort Mason, Calif 
New Orleans Port of } arkation, Poland and GS-9 
Dauphine Sts., New Orleans 12, La 
Holabird TC Depot Maintenance Shop (Rail), Captain 
Fort Holabird, Baltimore, Md 
New York Port of Embarkation, Supply and Facili- do 
ties Division, Ist Ave. and 58th 8t., Brooklyn 50, 
N. ¥ 
Transportation Material Command, Marietta, Pa GS-11 
Charleston TC Depot, N. Charleston, S. C Lieutenant 
colonel. 
Hampton Roads Port of Embarkation, Procure- Major 
ment Division, Norfolk 5, Va 
Seattle Port of Embarkatfon, Quartermaster and GS-9 
Consolidated Supply Division, 1519 8S. Alaskan ; 
Way, Seattle 4, Wash 
Appointed by the Chief Chemical Officer 
Capt. Julian G. Brunt, senior small-business special- Captain 
ist, Office of the Chief Chemlcal Officer, Room 
, Bldg. T-7, Gravelly Point, Va 
San Francisco Chemical Procurement District, Major 
1515 Clay St., Oakland 12, Calif 
Atlanta Chemical Procurement District, 44 Broad GS-13 
St., Atlanta 3, Ga. 
Rocky Mountain Arsenal, Chemical Procurement Gs-9 
District, 226 W. Jackson Blvd., Chicago 6, Il. 
Chemical Corps Rysearch Procurement Agency, GS-9 
Army Chemical Center, Maryland 
New York Chemical Procurement Agency, 180 Captain 
Varick St., New York 13, N. Y 
Pine Bluff Arsenal, Chemical Procurement District, GS-ll 
1114 Commerce St., Dallas 2, Tex 
Appointed by the Commanding General, First Army 
David Schwartz, senior s usiness specialist, 
Headquarters, First Army, G-4, Procurement 
Division, Governors Island, New York 4, N. Y 
Appointed by the Commanding General, Second Army 
Lt. Col. Jesse T. Nicholas, senior small-business Lieutenant 
specialist, Headquarters Second Army, G4 Pro- colonel 
curement Division, Fort George G. Meade, Md 
Central Purchasing Branch, Fort Knox, Ky Captain 
Purchasing and Contracting Branch, t, Fort 1| GS-9 
Geor i. Meade, 37 Commerce St., 
Md 
Appointed hn » Commanding General 
Maj. Walter D. Sowa, senior small-t 
ist, Headquarter Third Army) 
ment Division Fort McePher 


} 


‘aptain 





MILITARY 


List of the Army, Navy, and Air Force small-business specialists 


PROCUREMENT PROGRAM, 


Civilian or 
military 


wointed by the Commanding General, Fourth Army: 


“M ij. George B 


, Headquarters Fourth 
ment Division, Fort Sam Houston, Tex. 

inted by the Commanding General, Fifth Army: 

Richard H. Mariotte, senior small-business special- 


ist, Headquarters Fifth Army, G-4, 


Rice, senior small-business special- 
Army, G4, 


Procure- 


Procurement 


Division, 1660 E. Hyde Park Blvd., Chicago 15, 


Il 


winted by the Commanding General, Sixth Army: 
Donald M. Maloney, senior small-business special- 
ist, Headquarters Sixth Army, G-4, Procurement 
Division, Presidio of San Francisco, Calif. 
Appointed by the Commanding General, Military Dis- 


trict of Washington: 
Henry 8. 


Throne, senior small-business specialist, 


Headquarters Military District of Washington, 


Washington 25 
ointed by the 
Guard Bureau: 


D.C, 
Commanding 


General, National 


Maj. Walter L. Roughsedge, Headquarters National | 


Guard Bureau, 
ington 25, D. C. 


Room 3D151, 


Pentagon, Wash- 
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1954 


Continued 


Part time 
Full 


time 


List of Navy small-business specialists, Feb. 1, 1954 


11 


eutenant commander 


nander 


ander 


Subtotal 


eutenant (junior grade 


S-13 
iptain 


S-11 


Subtotal 


1S-9 


5-10 


i1S-12 


Subtotal 


iS8-13 
Lieutenant commander 


For the purpose of this report 


FULL TIME SMALL-BUSINESS SPECIALISTS! 


Num- 


ber 


| 
| 
| 


| 


PART 


Activity 


Navy purchasing office 
do 

Bureau of Aeronautics 
do ‘ 

Bureau of Ships 

Office of Naval Material 
do 


Marine Corps Air Station 
Marine Corps Depot of Supplies 
Naval air station 
Armed Services 
chasing Agency 
Bureau of Ordnance 
Headquarters, U. 
Corps 
Bureau of Ordnance 


Petroleum 


Yards and Docks Supply Office 

Naval ordnance plant 

Naval shipyard 

Armed 
chasing Agency 


Services 


Petroleum 


Marine Corps Depot of Supplies 
Submarine base 


a small-business specialist 


76 to 100 percent of his time to small-business functions 


Pur- 


Marine 


Pur- 


is classified 


Percent 
age of 
time to 
small 
business 


Location 


Los Angeles, Calif 100 
San Francisco, Calif 100 
Washington, D. C ‘ 90 
do s 100 
do 100 
do 100 
do 100 


TIME SMALL-BUSINESS SPECIALISTS 


Miami, Fla 
Philadelphia, Pa 
Dallas, Tex 
Washington, D. C 


TON 


aaa 


do 
do 


sas 
CON 


sa 


do 


Point Hueneme, Calif 
Indianapolis, Ind 
Portsmouth, N. H 
Washington, D. C 


San Francisco, Calif 
New London, Conn 


1s full time when he devotes 
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List of Navy small-business specialists, Feb. 1, 1954—Continued 


PART TIME SMALL-BUSINESS SPECIALISTS—Continued 


Location 


Jacksonville, Fla 
Pensacola, Fla 
inance plant Macon, Ga 
urchasing office Pearl Harbor, T. H. 
pply depot Great Lakes, Il 
supply office do 
1ance plant Forest Park, Ill... 
inition depot Crane, Ind 
yn New Orleans, La 
station Patuxent River, Md 
pyard Boston, Mass 
ising office New York, N. Y 
1 Research, Special | Sands Point, Long Is- 
ente land, N. Y 
nition depot McAlester, Okla 
pl fTice Philadelphia, Pa 
control center Mechanicsburg, Pa 
rd Philadelph , 
ply office do 
rT lv office 


il center 


tor supply office lo 
nance plant York, Pa 
ipply depot Newport, R. I 
p Charleston, 8. C 
Memphis, Tenn 
Corpus Christi, Tex 
mn Orange, Tex 
1 lv center Norfolk, Va 
Lieutenant (junior grade aval supply depot Seattle, Wash 
Do *uget Sound Naval Shipyard Bremerton, Wash 
GS-8 l lo do 
Lieutenant commander 1 sureau of Supplies and Account Washington, D. C 
GS-7 ] Naval Research Laboratory do 
GS-12 l uel supply office do 
GS-14 1 avy purchasing office lo 
Lieutenant 1 :val gun factory do 
GS-14 I fice of Naval Research do 
Captain ilitary Sea Transportation Serv- do 


isupl 


ice 
Do Bureau of Naval Personnel 
Commander Bureau of Yards and Docks 


Subtotal 
Grand total 


Air Force small-business specialists 
Full time: 
Grade GS-15: Location 
Headquarters, U. 8. Air Force. 


Headquarters, Air Materiel Command.’ 


Middletown Air Materiel Area.’ 

Mobile Air Materiel Area.’ 

Los Angeles Air Procurement District. 
Warner Robins Air Materiel Area.’ 
Rome Air Force Depot.’ 

Wilkins Air Force Depot.’ 
Wright-Patterson Air Force Base.’ 


Middletown Air Materiel Area. 
Boston Air Procurement District. 


Indicates small-business specialists in purchasing offices, who thereby are in contact 
with coutracting officers 
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Air Force small-business specialists—Continued 


Full time—Continued 

Grade GS-—11—Continued Location 
Rochester Air Procurement District. 
Hartford Air Procurement Suboffice. 
Cleveland Air Procurement District. 
Dayton Air Procurement District. 
Detroit Air Procurement District 
Indianapolis Air Procurement District. 
Oklahoma City Air Materiel Area.’ 
Chicago Air Procurement District. 
Milwaukee Air Procurement District. 
St. Louis Air Procurement District. 
Wichita Air Procurement District. 

1 Ba Gentile Air Force Depot.’ 
Grade GS-10: 

1 San Antonio Air Materiel Area.’ 
Grade GS-9: 


fms foes fmmch fms fs sh fh fh i ch fh 


Boston Air Procurement District. 
Newark Air Procurement District. 
Philadelphia Air Procurement District. 
San Francisco Air Procurement District. 
Los Angeles Air Procurement District. 
San Diego Air Procurement District. 
Atlanta Air Procurement District. 
Topeka Air Force Depot.’ 


' 
I 


jek fh fos BND) fed fam fl ad 


Grade GS-7: 
1 jie _.._.._... New York Air Procurement District. 
By ais Bae Salt Lake City Air Procurement Suboffice. 
Military : 
1 (1st lieutenant) New York Air Procurement District. 
Part time: 
Grade GS-11: 
1 (50 to 75 percent)... Minneapolis Air Procurement Suboffice. 
Grade GS-9: 
1 (25 to 50 percent) Arizona Air Procurement District. 
1 (25 to 50 percent)_.__ Mallory Air Force Depot.’ 
1 (25 percent) Kansas City Air Procurement Suboffice. 
1 Indicates small-business specialists in purchasing offices, who thereby are in contact 
with contracting officers. 


APPENDIX 6 


DEPARTMENT OF THE ARMY, 
Washington, May 26, 1954. 
Hon. HoMER FERGUSON, 
Chairman, Military Procurement Subcommittee, 
Select Committee on Small Business, 
United States Senate, 
(Attention: Mr. Robert A. Forsythe, Chief Counsel.) 

DEAR Mr. CHAIRMAN: During the recent hearings before your subcommittee, 
certain requests for information were made of Army witnesses and this letter 
furnishes the requested information. 

1. Simple explanation of negotiated and advertised procurement methods (pp. 
186, 198, 198 of typewritten transcript). 


PROCUREMENT BY FORMAL ADVERTISEMENT AND PROCUREMENT BY NEGOTIATION 

The Army utilizes two principal procurement methods. These two methods 
are: (1) Procurement by formal advertisement; (2) procurement by negotiation. 
Formal advertising 

Procurement in time of peace is generally effected by formal advertising. For- 


mal advertising is especially effective in buying standard commercial-type items 
such as clothing, general supplies, and other commonly used items of a commer- 
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cial nature or which are adequately described by specification. This method of 
procuring is as follows: 

The purchasing office prepares a form called Invitation for Bids which con- 
tains data of the following nature: Name of purchasing office and location, invi- 
tation number, mailing date, date and hour when, and location where, bids are 
to be opened, quantity and description of items to be purchased, reference to 
pertinent specifications, shipping schedules and destinations, packing and pack- 
aging requirements, standard clauses to be included in the contract, and other 
data pertinent to the particular purchase. 

These invitations for bids are usually mailed in triplicate to the prospective 
suppliers whose names are included on the mailing list of bidders at the purchas- 
ing office. After receipt of these invitations for bids, the bidder then enters 
his prices and quantities in the space provided, together with such other infor- 
mation as may be called for on the invitation for bids form, and returns them 
sealed, in duplicate. If the prospective bidder does not desire to submit a bid 
on a particular invitation but does desire to continue to receive future invitations 
on the same items, the invitation should not be returned to the purchasing 
office ; instead, a letter or postcard should be sent to the purchasing office advis 
ing that future invitations for the type of supplies or services covered by the 
invitation are desired. 

Bids must be received in the purchasing office before the hour posted for the 
opening. Late bids are not considered unless it can be shown by postmarks, 
registry receipts, or otherwise that they were mailed in sufficient time to have 
arrived by the hour set for the opening, and where it is clearly evident that no 
unfair advantage has accrued to the late bidder by reason of the delay. Tele- 
graphic bids are not considered unless asked for, but telegraphic modifications 
or withdrawals are accepted if received prior to the hour of opening. 

Ordinarily it is not necessary to bid on the entire quantity called for in the 
invitation for bids. The bidder should quote only on that quantity for which 
his productive capacity and financial resources are adequate. If the low bidder 
does not quote on the entire quantity in the invitation, awards are usually made 
to those low bidders whose combined offerings meet the full requirements. 


Special conditions in bidding 


In preparing bids, bidders should watch for special conditions as to the time 
of delivery, types of materials to be used, ete. These conditions may often be 
added as an extra sheet to the regular invitation to bid, and may even contra 
dict the standard instructions printed on the regular bid form. When this 
happens, supplemental provisions should be followed. 


Withdrawing hids 


It is permissible to withdraw a bid if it is done before the date and hour of 
opening. Usually, withdrawal can be telegraphed. . 
Negotiation 

Not all of the Army’s requirements can be met by formal advertising. There 
are 17 conditions under which exceptions from formal advertising are per- 
mitted. Some of these are a national emergency, research and development 
contracts, purchases under $1,000, and purchases of perishable subsistence. All 
of these conditions are explained fully in the Armed Services Procurement Regu- 
lation and the Army Procurement Procedure. 

As a basis for negotiation, the purchasing office will normally invite at least 
three qualified sources of supply to submit quotations and may, in some cases, 
request that they be accompanied by estimated production costs. In many cases, 
responses will be invited from all concerns on the bidder’s list. Suppliers 
whose proposals are low enough to be considered will be contacted, at which 
time the purchasing office will endeavor to secure the best possible contract, 
taking into account quality, delivery, price, business reputations, and other 
factors. By their nature, negotiated contracts often require individual tailoring 
to fit the circumstances involved in each instance. 

The fact that a contract is negotiated rather than formally advertised does 
not mean that competition between suppliers is lacking. In most cases it 
merely means that the needs of the armed services cannot be satisfactorily met 
by the formal advertising procedure, with its expense and its rigid requirements 
as to detailed specifications, ete. 

It should be noted by prospective suppliers that no separate listing is required 
of their firms in order to participate in negotiated procurement. Suppliers from 


wht 
adv 
offi 

9 


neg 
by 
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whom proposals are solicited are selected from the same source that is used for 
,ivertised procurement, that is, the list of bidders maintained in each purchasing 
office. 

2. Request that data presented in chart VIII of Army presentation regarding 
negotiated procurement be further broken down so as to show three categories, 
by action and by dollars. The categories are: 

(1) Less than $1,000. 
(2) $1,000 to $100,000. 
(3) Over $100,000 (p. 206 of typewritten transcript). 


partment of the Army negotiated procurement first 6 months fiscal year 1954 


Number of 


Cc ror 
stegory actions 


Dollar value 


in $1,000 432, 606 $58, 259, 000 
$1,000 to $100,000 119, 052 322, 948, 


$100,000 S18 7 


768, 992, 72% 


Total 552, 476 1, 150, 200, 000 


3. Statutory or other citation for five criteria used by Army to determine when 
advertised procurement method should be utilized (p. 199 of the typewritten 
transcript). 

The five factors are not based upon statute. However, these factors are bas- 
ically the same as those considered by Congress in enacting the negotiation 
sections of the Armed Services Procurement Act of 1947. 

4, Explanation of qualified products list, and how small business can qualify 
for this list: The information as requested is attached as enclosure 1. 

5. Request for list of typical items not suitable for procurement from small 
business (p. 225 of the typewritten transcript). Enclosure 2 is a list of typical 
items normally unsuitable for procurement from small business. 

Your request for information regarding status and qualification of procure- 
ment officers, as amplified by Committee Counsel Forsythe’s letter of May 5, 1954, 
iddressed to Mr. Howard R. Sacks of this office, will be furnished at a later date, 
since some of that information is not available at Department of the Army level. 
Sincerely yours, 

Lewis E. Berry, Jr., 
Deputy Department Counselor. 


Two enclosures: 1. Qualified products lists (in duplicate). 2. List of typical 
items not suitable for procurement from small business (in duplicate). 


QUALIFIED PRODUCTS LISTS 


The possible variations in design and quality and the nature of the tests for 
certain classes of products are such that in order to obtain products of requisite 
quality, qualification of specific products is required prior to award of contract. 
Che Department of the Army is authorized to conduct qualification testing and 
issue military qualified products lists under prescribed conditions. To establish 
qualified products lists, specifications for such products include the requirement 
for qualification, specify qualification tests, and indicate the activity responsible 
for testing. 

Definitions.—As used herein the following terms have the meanings set forth 
below: 

(a) Qualification test—This term means such inspection, operation, and test- 
ing of a product as may be necessary to determine whether or not it conforms 
with all qualification test requirements of the applicable specification. 

(b) Product.—This term is an all-inclusive term and includes any and all types 
of machinery, equipment, apparatus, parts, or material. 

(c) Qualified product.—This term means a product which has successfully 
passed the required tests. 

(d) Qualified products list —This term means a list of products qualified under 
the requirements stated in the applicable specification. 

(e) Activity.—This term means any technical service of the Army. 

(f) Activity responsible for qualification.—This term means the activity named 
in the specification as responsible for qualification. 
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(9) Manufacturer.—This term means the actual producer of the product. Ip 
certain instances a distributor completely responsible for the distribution of the 
product may be dealt with in the same manner as a manufacturer. 

(h) Notice of qualification test results—This term means the statement sent 
to the manufacturer by the activity responsible for qualification in which the 
manufacturer is advised of the results of the qualification test. 

Why qualification of products is required.—Products are required to be quali 
fied only when one of the following conditions exist: 

(a) The time required for testing after award would unduly delay delivery of 
the supplies being purchased. 

(%) The cost of repetitive testing would be excessive. 

(Cc) The tests would require expensive or complicated testing apparatus not 
commonly available. 

(d@) The interest of the Government requires assurance, prior to award, that 
the product is satisfactory for its intended use. 

(e) The determination of acceptability would require performance data t 
supplement technical requirements contained in the specifications. 

General provisions 

(a) Application.—Applications for qualification tests shall be made by the 
interested business concern by letter in triplicate, to the military activity ind 
cated in the “Notes” section (sec. 6 or sec. H) of the applicable specification. 

(b) Place of tests.—Tests will be conducted at such places as may be specifie: 
by the activity responsible for qualification. 

(c) Engineering data.—When specified, the applicant will furnish at no cost 
to the Government, for test-record purposes, 4 copies (or 1 reproducible copy 
in lieu thereof) of any detail plans, specifications, test results, or other data 
required. 

(d) Costs.—The cost of performing the tests will be borne by either the Go 
ernment or the applicant, or will be prorated between the Government and the 
applicant. The activity responsible for qualification will quote the exact fe« 
if any, to the applicant in the letter authorizing the test. In any event the 
Government will not ordinarily bear the cost of the transportation charges nor 
will the Government be liable for any damage to the product occasioned b) 
shipment or test. 

(e) Certification by manufacturer.—Applicant must certify in writing prior 
to tests that he 

(1) is the actual manufacturer of the product or the distributor com 
pletely responsible for the distribution of the product offered ; 

(2) has determined from actual test that the product conforms to the 
applicable specification. 

(f) Additional statement by manufacturer—In addition to the foregoing 
certification, the applicant will state in writing prior to tests that he 

(1) will not circulate, refer to, or otherwise use for publicity or advertising 
purposes, or for sales other than those leading to ultimate use of the product 
by an agency of the Federal Government the listing, the letter notificatior 
of qualification, the results of test, or other information relating to the 
qualification of the product concerned ; 

(2) will not apply for a retest of the product until satisfactory evidence 
is furnished to the activity responsible for qualification that any defects 
disclosed by the original tests have been corrected ; 

(3) will supply for use of the Government products equal in every respect 
to the product qualified as a result of qualification tests; 

(4) will notify the activity responsible for qualification of any contem 
plated change or change made in the product previously qualified and will 
at that time state whether he intends to submit new samples for testing or 
desires to have his product withdrawn from the qualified products list. 

(9g) Extension of qualification.—Unless an extension of qualification is made, 
qualification of a product shall apply only to the product that is manufactured at 
the plant which produced the sample tested. The activity responsible for quali 
fication may extend qualification to the same product produced by other plants of 
the manufacturer, when it has determined 

(1) that, by inspection or test of the product, it is equal in all respects 
to the qualified product; or 

(2) that the quality control and processing at the other plants are such 
that the products produced are equal in all respects to the qualified product. 
Ordinarily, the determination made will be based on the inspection of the 
plant. 
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lification of products 

Opportunity to qualify—Upon determination that qualification of products is 

iired, opportunity shall be given, and manufacturers urged, to submit products 

r qualification tests. Publicity shall be given to the following: 

(a) That qualification is required. 

(b) That in making future awards, consideration may be given only to such 

roducts as have been accepted for inclusion in a qualified products list. 

- Testing of product—The manner and extent of testing shall be in accordance 
ith the applicable specification. Whether a product should be placed on a 
ialified-products list will be determined by whether the test results conform 

the specification requirements. 

Votification to manufacturer.—The Department of the Army shall notify the 

inufacturer concerning the results of the testing and whether the product 

is met the qualifications requirements of the applicable specification. In the 
vent the product qualified and is approved for inclusion on the qualified prod- 
ts list, notification thereof shall be given to the manufacturer together with 

» following statements in regard thereto: (i) That such listing does not 

iarantee acceptances of the product in any future purchase; (ii) that such 

ng does not constitute a waiver of the requirements of the specifications 
to acceptance, inspection, testing, or other provisions of any contract invotv- 

g such products; (iii) that such listing, the latter notification of qualification, 

results of tests or other information relating to qualification shall not be 
rculated, referred to, or otherwise used for publicly or advertising purposes, 
for sales other than those leading to ultimate use of the product by an 
gency of the Federal Government, and that if so used, such approval is subject 

» cancellation by the Department of the Army. In the event that the product 1s 

approved for inclusion on the qualified products list, notice thereof shall 

» given to the manufacturer, with a report covering the results obtained by the 
est. Whether a product qualifies or fails to qualify, it will be returned after 
esting to the manufacturer as is, unless destroyed in testing or disposed of 
as authorized by the manufacturer. 

Siqnificance.—The fact that a product is qualified and placed on a qualified- 
products list is evidence that the manufacturer can supply a product of a type 
and grade which meets the specification requirements. Such inclusion on a list 
does not in any way relieve the manufacturer of his obligation to maintain 
such quality standards as will insure that all items on a particular contract or 
order also meet the specification requirements. 

Submittal of product for tests —When test is conducted at a Government labo- 
ratory, the product will be forwarded for test in accordance with the shipping 
nstructions furnished by the activity responsible for qualification. The prod- 
uct will be accompanied by adequate operating instructions so that the tests 
may be properly conducted without undue delay. Tests will be undertaken as 
promptly as practicable after authorization. 

Test rules.—The following rules will apply at all qualification tests: 

(a) The time of the test will be set at the convenience of the Government. 
When the test is conducted at a Government laboratory, the applicant will be 
permitted to observe the test, provided advance permission is obtained from the 
activity responsible for qualification. 

(b) The applicant will be permitted to make repairs and replacements after 
the product has been received at the laboratory or place of test prior to test, 
provided it is evident that such repairs or replacements are required as a result 
of damage in shipment. 

(c) Where applicable, the applicant will be permitted to make minor modi- 
fications on the test floor if, in the opinion of the activity responsible for quali- 
fication or the Government laboratory, such modifications will improve the 
product sufficiently to enable it to meet the specification requirements. Cut-and- 
try methods will not be permitted. 

(d@) Major modifications will not be permitted at a Government laboratory 
except under unusual circumstances and such cases will be referred by the 
laboratory to the activity responsible for qualification for decision as to whether 
or not the work will be permitted at the laboratory. 

(e) The applicant will not take an active part in tests performed in Govern- 
ment laboratories. 

(f) Qualification tests made in other than Government laboratories will be 
supervised as stipulated by the activity responsible for qualification. 
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Discontinuance of test 


Qualification test may be discontinued by the testing laboratory at any time 
the product fails to meet any of the requirements of the specification. 


Qualified products lists 


Products qualified by qualification tests, as described above, shall be listed for 
reference by the Department of the Army. Lists of qualified products are for 
the convenience of the Department of the Army, its contractors and subcon- 
tractors in the performance of procurement functions. The reproduction of lists 
or any reference to lists, in whole or in part, for advertising or publicity purposes 
is prohibited. A list may be made available to prospective bidders or suppliers 
who require the list in furnishing supplies or services to the Department of the 
Army. 

Where qualification is in accordance with tests prescribed by military speci- 
fications, the compilation, preparation, form, maintenance, and administration 
of qualified products lists shall be in accordance with the requirements of the 
Department of Defense. 

Where qualification is in accordance with tests prescribed by the Department 
of the Army, qualified products lists shall be compiled, prepared, maintained, and 
administered in accordance with procedures prescribed by the Department of 
the Army. 

Distribution of qualified products lists, letter notice of qualification and other 
qualification information by the Army.—The Department of the Army shall fur- 
nish copies of its list (including changes thereto) to each of the other military 
departments. It is the policy of the Department of Defense not to distribute 
qualified products lists, letter notice of qualification or other qualification infor- 
mation outside the military departments, except that, after appropriate deter- 
mination that such action is in the best interest of the Government and in accord 
ance with current security policy, the Department of the Army may: 

(a) Supply the lists and information to other activities of the Federal Govern- 
ment 

(b) Supply the lists and information to friendly foreign governments which 
are purchasing, operating, or maintaining supplies that involve products covered 
by specifications requiring qualification. Such release shall be made with the 
condition that the information shall only be used in connection with furnishing 
supplies or services to that government. 

(c) Authorize the supplier or prospective supplier to furnish qualification in- 
formation applicable to military specifications in the case of sales to friendly 
foreign governments which are purchasing, operating, or maintaining supplies 
that involve products covered by specifications requiring qualification, after clear- 
ance with appropriate intelligence authority in each instance of procurement 

Requirement that lists be kept open.—The lists shall always be open for inclu- 
sion of products from additional manufacturers as their products are submitted 
for qualification and become qualified. 


Removal of a product from a list 


(a) Reasons for remoral.—A product may be removed from a list for reasons 


considered sufficient by the activity responsible for qualification, among which 
are the following: 

(1) The product offered does not meet the requirements of the specification. 

(2) The manufacturer is delivering a different product from the one originally 
qualified. 

(3) The manufacturer has discontinued manufacture of the product. 

(4) The manufacturer requests that the product be removed from the list. 

(b) Notification of proposed action—Except where the manufacturer has 
requested removal of his product, the activity responsible for qualification will 
notify the manufacturer of the proposed removal of the product from the list 
and the reason, therefor. The manufacturer will be invited to furnish comment 

(c) Removal from the list.—After proper determination has been made to 
remove a product from the list, the activity responsible for qualification will send 
the manufacturer a notice of removal of the product and, by means of a revision 
or amendment of the applicable list, will delete the product from the list without 
delay. 

(d) Specification revision.—In addition to the reasons for removal specified 
above, a product will be removed from a list, if the product does not meet the 
requirements of a revised specification. In this case, the manufacturer will be 
requested by the activity responsible for qualification to resubmit samples for 
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est to determine conformance with the revised requirements. Removal action 
ay be delayed pending outcome of the tests if the resubmittal is made within 
e time specified by the activity responsible for qualification. 


ocurement of qualified products 


Contracts entered into by formal advertising —Whenever procurement of quali 
fied products by the Department of the Army is made pursuant to formal adver- 
tising in accordance with the provisions of section II of the armed services 
procurement regulation and section II of the Army procurement procedure, only 
bids offering products which have been approved or qualified need be considered 
in making an award. Manufacturers having products not listed should be given 
consideration and an opportunity to qualify if qualification testing of the 
product may be accomplished in the interval before final award must be made. 

Solicitation of bids.—Each solicitation of bids involving qualified products 
shall be distributed to known sources of supplies in accordance with the require- 
ments of section II, armed services procurement regulation and shall contain a 
statement substantially as follows: 

“In the procurement of products requiring qualification the right is reserved 

reject bids on products that have not been subjected to the required tests 
and found satisfactury for inclusion in the qualified products list of (inserted 
designation of particular list or lists). The attention of suppliers is called to 
this requirement, and manufacturers are urged to communicate with the (in- 
serted name and addresses of sources of information) and arrange to have the 
products that they propose to offer tested for qualification.” 

It must be borne in mind constantly by each business concern which has a 
product on a qualified-products list that the qualification applies to the specific 
product tested only and not to all products of the particular business concern. 


List oF TyprcaL ItreMs WuHicH NORMALLY ARE NoT SUITABLE FOR PROCUREMENT 
FrRoM SMALL BUSINESS 


CHEMICAL CORPS 
Gas masks 
Mechanical flame thrower 
As a general rule, research contracts 
Decontaminating apparatus, power-driven 
Dichlor (component of classified munitions) 
Supertropical bleach 


TRANSPORTATION CORPS 
Locomotive engine 
Traction motor 
Metal plates and shapes 
Grease and lubricants 
Preservative materials 
Amphibious vehicles 
Klectric cable and wire 


QUARTERMASTER CORPS 
Helmets, steel 
Shortening compound 


SURGEON GENERAL 
Penicillin 
Aureomycin 
Ether 
Film, X-ray 
Chest, field 
Sterilizers 
X-ray machines 
X-ray tube units 
Dental operating units 
Microscopes 
Anesthesia apparatus 
Operating tables 
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ORDNANCE CORPS 
Small-arms ammunition 

Artillery shells, 75 millimeters and over 
Guided missiles 

Jatos 

Propellant powders 

High explosives 

Rocket launchers 

Guns and howitzers over 40 millimeters 
Fire-control and sighting systems 
Gyroscopes 

Turrets 

Hulls 

Engines 

Heavy machine tools 

Heavy production equipment 


SIGNAL CORPS 
AN/GRC—9% radio set 
AN/GRC—26 radio set 
AN/GRC—19 radio set 
AN/MPQ—21 radar set 
RT-—66/GRC receiver transmitter 
RT-67/GRC receiver transmitter 
RT-68/GRC receiver transmitter 
RT-70/GRC receiver transmitter 
CX-—1065/C cable assembly 


ENGINEERS CORPS 
Nails 
Gypsum board 
Railroad nails 
Tie plates 
Joint bars 
Railroad bolts 
Spikes 
Plastic, cellulose acetate 
Calcium carbide 


APPENDIX 7 
(Reference, p. 285, April 7, 1954, testimony) 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, June 10, 1954. 
Hon. HoMER FERGUSON, 
United States Senate, Washington, D. C. 


My Dear SENATOR FERGUSON: In testifying before the Subcommittee on Mili- 
tary Procurement of the Senate Select Committee on Small Business on April 7, 
1954, I stated that the Navy must, of necessity, use negotiation in placing numer- 
ous contracts for complex, technical, classified, and costly items, 

For the information of the committee the following are illustrative general 
categories of the equipments and services in which our dollar value of purchases 
by negotiation is large. Obviously, not every item or service in the below category 
is necessarily purchased, as a matter of routine, by negotiation ; each procurement 
is judged on its own merits, and formal advertising is used when it will do the 
job. Conversely, there are many items and services which do not fall within the 
following categories but they must be purchased by negotiation because formal 
advertising is not a satisfactory method of buying for that particular purchase 
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Procurement 
dollars obli- 
gated by 
negotiation 
(July-De- 
cem ber 1953) 


Activity Item or service 


f Ships Ship design and construction of large ships including landing $70, 000, 000 
ships, dock and auxiliary minesweepers. 
Research and development contracts 18, 000, 000 
Teletype equipment 1, 000, 000 
Procurements of large radar, sonar, and other complex technical 19, 000, 000 
equipment without firm designs. 
Field engineering electronic service contracts --- ‘ 9, 000, 000 


Subtotal cottdedinwes , : 117, 000, 000 


Bureau of Ordnance. .- Aviation ordnance material 4, 000, 000 
Fire-control equipment ‘ 5, 000, 000 
Torpedoes 13, 000, 000 
Guided missiles “on ‘ 1, 000, 000 
VT fuses. ..... ; | 15, 000, 000 
Research and development contracts ca : 64, 050, 000 


Subtotal ii . , 102, 000, 000 


ireau of Supplies and | Components, assemblies, and spares for airframes and aircraft 136, 000, 000 
Accounts, engines (includes many proprietary items). 
Action of less than $1,000 | 34, 000, 000 
Actions placed outside the United States with foreign contractors 7, 000, 000 
Components and spares to support guided missile programs | 3, 000, 000 
(includes many classified items). | 
| Repair and spare parts for ships engines and generators (includes | 13, 000, 000 
many proprietary items). 
Gun mounts and spares, spare parts for power-drive assemblies, | 10, 000, 000 
sight assemblies, ammunition gages (includes many proprie- | 
| _ tary items). 
Electronic tubes and coaxial cable (includes many classified 12, 000, 000 
items). 


Subtotal... .- 215, 000, 000 


Bureau of Aeronautics.__| Airframes (includes research and development contracts) -. ; 507, 000, 000 
Engines (includes research and development contracts) i 18, 000, 0C0 


| Propellers (includes research and development contracts) 7, 000, 000 
| Electronics (includes research and development contracts) 25, 000, 000 
Armaments (includes research and development contracts 22, 000, 000 
Missiles (includes research and development contracts 38, 000, 000 


Subtotal... a _ 617, 000, 000 


Total_._- 3b z Z 1, 051, 000, 000 


The above items and services are largely purchased by negotiation because of 
one or more of the following factors: 

(a) Nonavailability of definitive and final specifications or design. 

(b) Inadequate number of competent suppliers interested or able to compete. 

(c) Experimental, developmental, or research work is involved. 

(d) It is impracticable to secure competition for required supplies or services. 

(e) Standardization of equipment and interchangeability of parts is necessary 
in the public interest. 

(f) Aggregate amount involved does not exceed $1,000. 

(g) Procurement is “classified.” 

(h) Supplies are to be procured and used outside of the continental limits of 
the United States. 

(i) Personal or professional services are required. 

I trust that the foregoing information concerning the Navy’s use of negotiation 
in the placement of contracts will be of interest to the committee. 

Sincerely yours, 
R. H. Footer, 
Assistant Secretary of the Navy. 
x 





